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Every customer I1s unique. Each has distinct needs, and |
each defines value in a different way. By recognizing and
embracing this fact, UnitedHealth Group has continued to
achieve record growth. We combine outstanding clinical
insight with consumer-focused services and innovative
technology tools to enable, facilitate and advance optimal
health for everyone. And in so doing—jUst Iiké fhe customers
we serve — UnitedHealth Group has-established itself as truly

one of a kind..



“We have never embraced a ‘one size fits all’ concept for health care

Instead, we have aligned our businesses and efforts along definable

market segments that focus on unique issues and needs.”

L Py Tl IS Sy KR e
Willlam W. McGuire, M_D.



LETTER FROM THE CHAIRMAN

Last year, | wrote that our strong 1999 performance “suggested the emerging patential” of strategies
we Initiated in the early 1990s and dramatically advanced three years ago when we repositioned
UnitedHealth Group into independent but strategically aligned, market-defined businesses. This year's
outstanding performance documents that we delivered on that potential —advancing health within a
framework of sound business principles.
With each of our business segments reporting record resuits in the year 2000, we continue our
progress as one of the most dynamic growth companies in America. In the year 2000:
« Revenues rose to more than $21 billion, reflecting significant market share gains with strong and
balanced growth in ail business segments.
» Earmings per share grew 32 percent, with increasing diversification in income.
+ Cash flows from operations exceeded $1.5 billion, a 28 percent increase over 1999.
= Return on equity rose to 19 percent for the year and 21 percent in the fourth quarter.
« Our companies added more than 3 million new individual customers, and now serve nearly
35 million Americans.

« Our share price increased more than 130 percent, following a 23 percent increase in 1999.

UnitedHealthcare increased same-store revenues 13 percent by offering simple, convenient
access to comprehensive benefits and services to nearly 8.5 million Americans.

Qvations achieved revenues of nearly $4 billion by successfully addressing the health care challenges
of our rapidly aging population through an innovative portfolio of programs and services.

Uniprise realized striking market share gains and revenue growth of 15 percent by utilizing innovative
technology to provide simple and effective solutions to large, multi-location employers with complex

employee service and benefit needs.

Speclalized Care Services generated revenues of $974 million in 2000, a dramatic 34 percent increase
over 1999. Specialized Care Services responds to customers’ demands for more diverse resources to
improve thei'r lives by organizing access to dental, behavioral, vision, transplant and other specialized
care netwarks, and information resources within the ever-expanding and diversifying health and

well-being marketplace.



UnitedHeatlh Group

Ingenix generated $375 million in revenues in 2000, a 45 percent increase, by providing knowledge and
information tools to help physicians and care providers. health insurers, other health organizations, and
pharmaceutical and medical device manufacturers improve research and performance on behalf of those
they serve.

We must build upon past successes. S0 even as we continue to strengthen our overall performance,
we also continue to critically assess the health care system, the needs of those who use it or are part of

it, and our own contribution to advancing this important social marketplace.

THE HEALTH CARE ENVIRONMENT

Our American health care system is the most sophisticated, care-intensive and technology-rich system
in the world. 1t is not, however, an environment that is systematic by nature. Health care delivery is
profoundly fragmented —among hospitals, clinics, primary care and specialist physicians, and drug and
medical device manufacturers. Care providers range from multi-billion-dollar enterprises to small,
localized practitioners, each existing as freestanding, localized assets and resources usually accessed at
the discretion of the consumer. From a consumer’s perspective, the marketplace can be complex
and confusing.

Today, our society spends roughly 14 percent of its gross domestic product on health care-related
services and products, and that percentage will grow. With health care costs escalating well above the
internal growth rates of the population and economy, there remains significant pressure to eliminate
waste and maximize productivity within all aspects of health care. Yet, while other sectors of American
industry have made significant advancements in productivity and technology, the national health care
economic sector has yet to advance meaningful productivity improvement or extend its reach into
our entire population.

Adding to the challenge, the use of health care services is rising dramatically, and we expect the land-
scape will become Increasingly complex. The increasing burden of chronic disease in an aging
population with higher health expectations is resulting in greater complexity and higher costs. Demand is
expanding as consumers are empowered to take greater contral over their health decisions, just as they are
overwhelmed with information and commercial influence from the media, the Interet and direct-to-consumer
advertising. Expanding scientific knowledge such as that associated with the human genome, new medical
technology, and new phamaceutical and device technology, offers exciting opportunities to improve health,
but also poses challenges for cost-effectiveness and appropriate application. And as always, we need to
continue to be vigilant about both the under-use of necessary and appropriate health care interventions, as
well as the equally concerning use of unnecessary or clinically improper interventions.

Decades of sweeping attempts to rationalize the system—by well-intentioned participants, each
from their own point of view——have been unable to optimize the value and the potential within the
American health system. In working to improve health care efficiency, the marketplace has not yet



established the optimal balance with the strong consumer values placed on choice and access Health
care, like other areas of social commerce, should be based on principles of freedom and market choice,

and hence, no single solution will work for everyone.

OUR ROLE—MAKING HEALTH CARE WORK MORE EFFECTIVELY

We have never embraced a “one size fits all" concept for health care. Instead, we have alignhed our
businesses and efforts along definable market segments that focus on unique issues and needs. Doctors
in small groups have a different business approach than large medical practices. Fortune 100 employers
and small businesses purchase health services differently. Young families have different needs than peo-
ple over the age of 50. Our chailenge is to adapt component pieces to create simple, functional health
care systems that serve the unique needs of each constituency.

With core competencies in organizing care providers and resources into better-functioning health
networks and systemns, using databases, analyses and the resulting clinical intelligence to inform
participants in health care, and developing and using technology to improve gquality and lower costs of
administrative functions, UnitedHealth Group is well positioned to add value to the marketplace. But it is
our fundamental values — which span market segments and guide our strategic thinking—that truly fuel
our continued success.

We believe in choice and direct access to broad, diverse and fully qualified care providers and health
resources. Accordingly, we offer a full range of option-rich benefit designs that enable customers to make
choices based on their unique needs. This partly explains why, in the past 12 months, we added more
than 2 million new individuals to the list of those we serve through UnitedHealthcare and Uniprise.
This represents an unprecedented level of growth entering 2001. Today, we serve more than 16 million
individuals for general medical care and specialized needs, and an additional 18 million people through
Specialized Care Services alone. In addition, by leveraging the buying power of nearly 35 million
Americans, UnitedHealth Group can access the best resources at the best prices —making care more
affordable for the consumer and fair to the care-giving community.

We believe in simplifying the health care experience and have made significant and sustained investments
10 do just that, We have adopted streamlined, more consistent processes and designed simpler, more under-
standable products and services, and we are using advanced system technologies to automate and speed
health care interactions, simplify administrative functions, advance information and lower costs. Uniprise is
realizing record growth and client satisfaction with technology solutions such as EmployerLink Net, which
gives employers and consultants instant, online, real-time access to add, update or verify health benefits and
data. EverCare, an Ovations business that serves approximately 19,000 frail, elderty people living in nursing
homes, is introducing technology called EverLink to make patients’ clinical information readily available to
the nurse practitioners and physicians caring for them. And the Intemet has become a maijor tool 1o serve
customers and partners. Myuhc.com, for example, gives individual customers access to information on
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thousands of health topics and enables them to access services such as requesting 1D cards, viewing the
status of claims, searching for a physician and, depending on their coverage, renewing prescriptions,

Over the past two years, UnitedHealth Group has invested more than $400 million in technology
research, development and deployment. This ongoing investment in technology, initiated years ago
and now accelerating, has provided significant service enhancements to our customers and major
productivity gains for aur company. Today, we have the most advanced technological tools and the most
complete, clinically oriented databases in all of health care services. Our approach is helping physicians
focus on care and consumers focus on their health, not on the health care system.

We have an uncompromising belief in safe and fact-based medicine. Indeed, our Ingenix business
segment is devoted ta gathering and sharing knowledge and information that will advance health care
quality and delivery. Across all of our businesses, we strive to advance care appropriateness, best
practices and patient safety based on fact and scientific evidence. This principle even carries over to the
UnitedHealth Foundation, which distributed more than 1 million copies of the book Clinical Evidence
in 2000. Published by the British Medical Journal, this highly regarded reference guide of evidence-
based clinical health care generated an overwhelmingly positive response from the more than 400,000
doctors and 80,000 nurses who received It.

Above all, we believe in helping people by facilitating care. Through Care Coordination?’ possibly the
most acclaimed change to come to health care services in the past decade, UnitedHealthcare channels
resources 1o people who will benefit most from coordinating fragmented care delivery resources. As part of
Care Coordination, we dismantled pre-authorization processes and infrastructure in 1999 and redirected
those resources intoc improving decision-making, facilitating care delivery and advancing health outcomes
through physician and patient outreach. As a result, in 2000 we placed more than 250,000 telephone calls
to individuals with serious health care needs, helping them and their families to access, coordinate,
manage and efficiently and effectively obtain the care they needed. Patients, families, physicians, employers,
regulators, legislators and other Interested parties have responded very positively.

Commitment to improved access, real choice, simplification, information and care facilitation, together
with underlying competencies in organizing health assets, clinical information capabilities and applying
technology, have propelled our success to date. More important, they will enable UnitedHealth Group to
continue to grow, progress and innovate, regardless of how or when the market evolves and changes.

Q_)Sx\\(\w» . Ine 6\.»-;-4
William W. McGuire, M.D.

Chalrman and Chlef Executive Officer
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nitedHealth Group has prospered by recognizing that value is measured not only by price,
U but also by how well we meet individual customer demands for choice, control, quality
and convenience. Through five primary operating businesses — UnitedHealthcare, Ovations,
Uniprise, Specialized Care Services and Ingenix— UnitedHealth Group serves the specific
needs of unique market segments. And by leveraging the collective expertise and capabilities
of the companies within our family, we are advancing optimal health for all Americans and
achleving unparalleled growth.

TECHNOLOGY AND PROCESS LEADERSHIP , GROWTH

+ Invested more than $400 million in technology and
database development and deployment in 1999

* Achieved 21% compound annual revenue growth
over the past four years
and 2000 + Added 3 million new individuals served in 2000

= Introduced applications in Care Coordination”; to reach nearty 35 milllon Americans served by
e-Billing and Predictive Modeling, and four Intemet UnitedHealth Group companies
portals dedicated to employers, care providers, » Achieved more than 84% overall customer retention
consumers, and brokers and agents , across member-based business segments

« In 2001, we will conclude a 30-month process
simplification and consolldation effort that produced |
a 35% productivity advancement in 1999 and 2000 i
1
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PERFORMANCE 1597-2000 * DIVERSIFICATION AND INNOVATION

= 24% compound annual growth in earnings from
operations, excluding investment income

* 23% compound annual growth In earnings per share

* 31% compound annual growth in operating cash flows

* 22% compound annual growth in return on equity

* Throughout 2000, implemented a pew approach
called Care Coordination, which ellminated
authorization processes and channels resources
into facilitating access to Services

* |n 2000, approximately 40% of UnitedHealth Group
eamings came from business segments other than
Health Care Services

{
!
|
|
|
|
PERFORMANCE IN 2000 ;
Il « In total, less than 25% of UnitedHealth Group
]
|
.

« Earnings from operations grew 27% to $1.2 blllion
= Operating cash flows grew 28% to more than

$1.5 billion
= Operating margin grew 19% to 5.7%

earnings now come from UnitedHealthcare’s
commercial insured products

Tt 1
REVENUES (i bitions) EARNINGS PER SHARE’ RETURN ON EQUITY’
$174  $195  $21.1 $131  $159  $2.10 11.9% 141%  190%
- [
. _ . _
_ ' |
o |
1998 1999 2000 | 1998 1989 2000 1998 1999 2000
TExchries nonfacaTing rama and spedtal aparating cherges. *Exch ing il ) special op g charges.
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nitedHealthcare works to improve people’s health and make the health care experience
simpler, more effective and more efficient for consumers, physicians and employers alike. With

basic principles such as direct access to specialists and the innovative Care Coordination™

approach, UnitedHealthcare is offering people simple solutions with more control and choice over

health decisions. And instead of continually looking over doctors' shoulders, UnitedHealthcare

focuses its programs on prevention, education and closing the gaps In care. In the year 2000,
the company extended its people-oriented health services to more than 560,000 new individuals.

REAL CHOICE

Understanding that people want
more cholces, UnltedHealthcare
offers a broad range of products
and services that allow customers
to select benefits that are right

for them.

SIMPLIFICATION

UnitedHealthcare enhances

the health care expetience by
simplifying processes and using
advanced technology to improve
access to information and
services, while driving down
costs and improving operating
productivity.

DIRECT ACCESS
UnitedHealthcare facilitates
access to broad and diverse
health care networks, and
designs benefit plans that
give individuals direct access
1o specialists without
obtaining referrals.

CARE COORDINATION

Care Coordination creates a better,
more positive and effective health
care experience, according to

889 percent of people surveyed
about the program. In addition,

83 percent said Care Coordination
made it easier for them to get the
care they needed.

INFORMED DECISION-MAKING
By providing them with
evidence-based clinical data,
UnitedHealthcare helps individuals

and physicians make more-informed
decisions about treatment options.

AFFORDABILITY

Leveraging the purchasing
power of more than 16 million
people, UnltedHealthcare
provides access to services
that are more affordable for

customers and fair to physicians.

REVENUES (in bixons)

£12.0 $13.9 $15.0

1998 1999 2000

INDIVIDUALS SERVED

7.7 7.8

(in milions)
B84 8.5
123300 131/01

12/31/98 1213109
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dults 50 and older represent America’s single largest consumer group They represent half of total
Aconsumer demand, 65 percent of total net worth, and hold 70 percent of all personal financial
assets in this country. Today, this age group numbers 76 million individuals, and in the year 2010,
Americans age 50 and older will represent more than 40 percent of the total population. Qvations is
dedicated to serving this rapidly growing and diverse group of consumers by delivering products and
services designied to meet their unique health and well-being needs. Curmrently, Qvations serves more
than 3.5 million individuals and is the country's largest business totally dedicated to this population.

AARP HEALTH CARE OPTIONS

With more than 30 million members, AARP is the nation’s leading organization representing Americans age 50

and older. On behalf of AARF, Ovations provides the country’s largest singte Medicare Supplement and Hospitat
Indemnity offerings. Management of this program was assumed by Ovations in 1998, following ﬁve-straight years
of declining membership. In 2000, this program achieved year-over-year membership growth and sharply reduced
lapse rates for its standardized Medicare Supplement plans. Of the 54 million claims received by the AARP division
in the year 2000, more than 99 percent were processed within 10 days, with 99.8 percent financial accuracy.

In addition to Medicare Supplement products, Cvations also offers AARP members a Pharmacy Discount Service,
hospital supplement products, and an eye health services program.

EVERCARE

In many ways, EverCare represents Care Coordination*™ tallored to the unique needs of the frail elderly— delivered
through EverCare's unique teams of geriatric nurse practitioners and physicians, Because of this program, EverCare
enrollees have avoided serious iliness requiring hospitalization, resulting in a 40 percent lower rate in admissions.
The EverCare pneumonia Care Coordination program, which was introduced in 1989, has led to a 48 percent drop
in mortality from pneumonia among EverCare members.

Effective February 2001, EverCare merged with Lifernark to become, by far, the nation's largest enterprise dedicated
exclusively to the health and well-belng needs of the frail, vulnerable and chronically il elderly. In 2001, EverCare
revenues are expected to exceed $500 million.

REVENUES (in bilions) INDIVIDUALS SERVED
fas of Jan. 31, 2001)
$3.6 $38 $.7

_ AARP Division
Medicare Supplement: 2.2 million
_ Hospital Indemnity: 1.5 miltion

EverCare
- * Core Business: 18,600
Lifemark (acquired Feb. 2001); 140,000

1998 1999 2000

_————







U nipnse develops and executes customized and highly integrated services to address benefit
delivery and service needs of large, complex, multi-location employers. Through Uniprise, national
employers have access to the full range of UnitedHealth Group networks and services and the ease of

integrated administration for all employee services. An intense focus on service excellence, including

new Web-enabled service capabilities, has helped Uniprise improve the service experience for clients

and consumers alike. Today, Uniprise is the fastest-growing large group service business in America,

providing services for more than 25 percent of companies in the Fortune 500.

THE UNIPRISE DIFFERENCE

Unliprise serves approximately 8 mitllon Americans through relationships with more than 260 of America's largest and most

demanding companles, Uniprise's 23 percent year-over-year growth through January 2001 was its strongest performance

to date. Nearly 1.5 millon new individuats were served by Unlprise in the past 12 months. The reasons for this are simple:
elite, dedlcated service to the large corporate marketplace, anchored In the most advanced technology appfications and

with access to the broadest and most diversified health care and benefit networks available to the market today.

SERVICE INNOVATION

Technology-based service is a distinctive element of Uniprise's position in this rapidly growlng market. Intemet technology

has created a new channel for providing health information and services to individuals, physiclans, employers and brokers,

while also reducing transaction and support expenses,

Through Web-based toals such as EmployerLink Net, employers and consultants have instant, real-time, online access
to update infarmation, verify benefits or check the status on a wide range of factors specific to thelr service needs. Uniprise
customers also conduct sophisticated analyses on financial and clinical trends using this Web technology, which links

directly to their specific data within our data warehouse.

REVENUES (in bifions)

$1.6 518 s$2.1

1896 1999 2000
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INDIVIDUALS SERVED

Client Retention Ratg —99%

5.4

12/31/98

6.0

12/37/99

{in milions)

12/31/00 1310
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pecialized Care Services is an expanding portfolio of health and well-being companies, each
Sdedicated 1o serving a specific market need by offering a unique blend of benefits, provider
networks, services and resources. Through its subsidiary companies, Specialized Care Services
provides access to a broad range of specialized services to enhance basic health care. Strong

demand for these service offerings drove revenues for this business segment up more than 30 percent
in 2000. Going forward, Specialized Care Services will continue to look for and devetop additional

consumer-oriented services that help support people’s total well-being.

UNITED BEHAVIORAL
HEALTH

A leading provider of network-based
employee assistance and mentat
healthvsubstance abuse sefvices,
United Behaviorat Health's services
emphaslze earty intervertion

and direct access ta the most
approprate care.

DENTAL BENEFIT
PROVIDERS

One of the nation's largest
network-based dentat services
companies, Dental Benefit
Providers offers access

to affordabie care along with
innovative product cholces.

NATIONAL BENEFIT
RESOQURCES

Offering netwark-based ¢ost
management services and

benefit products for seff-insured
employers, Nationa| Benefit
Resources leverages UnitedHealth
Group's broader capabliities to
better serve and penetrate thils
market segment.

14

OPTUM*

Addressing the full spectrum of
health and well-being, Optum
enables personalized delivery

of consumer information and
resources ysing the internet,
telephone, print, e-mail, fax,
audiotape and personal support.

COORDINATED
VISION CARE

Providing network-based vision
benefit management services,
Coaordinated Vision Care brings
value to customers by contracting
directly with care providers, frame
suppliers and lens laboratories.

REVENUES (in mitions)

5518 $726 $974

1998 1999 2000

UNITED RESOURCE
NETWOQRKS

A provider of network-based
transplantation and catastrophic
care services, its strength lies

in using clinical information to
create, enhance and promaote
access to specialized networks
and provide complex case

management services.

UNIMERICA

By providing life, accident and
critical iliness benefits that
supplement basic heatth plans,
Unimetica enables customers

1o taitor benefits to their personal
clrcumstances and needs.

- - - -t

INDIVIDUALS SERVED
{as of Jan. 31, 2001) I

+ United Behavioral Health 5
18.7 million
& Optum '
19.9 million '

« Dental Benefit Providers
2.4 milion '
* Goordinated Vislon Care
1.2 million !
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I mproved knowledge and information are key to improving health and well being Accurate,
unbiased research and information help improve the effectiveness of care by supporting fact-based
clinical and financial decisions. Which treatment leads to the best outcome? What is the safest, most
effective care intervention between newly introduced medical technology and an established

practice? Is a potential new prescription drug better than existing drug options? Through its two
divisions — Ingenix Health Intelligence and Ingenix Pharmaceutical Services — Ingenix provides

answers 10 these and other important questions for clients around the world.

INGENIX HEALTH INTELLIGENCE

ingenix Health Intelligence, a leader in the mutti-billion-dollar market for health care information, offers a breadth
of informatics products and services, combined with depth of knowledge and expetience, and Innovative data,
analytic and predictive approaches to solving problems.

Data and Software Products
= Cost and utilization reporting
and analysis

+ Billing and reimbursement editing
and coding

* Fraud and abuse detection

» Care provider fee schedules

= HEDIS reporting

» Quality profiling

» Workers compensatlon and
disability insurance repricing
and support

INGENIX PHARMACEUTICAL SERVICES

Print and Electronic Publications

» Coding and reimbursement
information

» Information about new regulatory
developments

= Best practices data

Ingenix Pharmaceutical Services speeds the product

development process. As part of UnitedHealth Group,

the company has access to a comprehensive

longitudinal database of more than 15 million patlents,

Its in-depth knowledge and expentise In working

with all key constituents in health care give Ingenix -
Pharmaceutical Services the unique ability to view

drug challenges and opportunities from muttiple

vantage points. Its services include:

* Clinical trigls services and outcomes

* Pharmacoeconomic and safety research

* Medlcal educatlon

* Regulatory and strategic marketing services for
phanmaceutical, biotechnology and medical device

manufacturers

16

Consulting Services
Actuarial and financlal disciplines
Product development

Care provider contracting and
medical policy

Management consulting

Health services evaluation -
and delivery

REVENUES (in milions)

$258 $37s

1999 2000






FINANCIAL REVIEW

“With each of our business segments reporting record results in the
year 2000, we continue our progress as one of the most dynamic

growth companies in America.”

18



RESULTS OF OPERATIONS UntedHealth Group

2000 FINANCIAL PERFORMANCE HIGHLIGHTS

2000 was the strongest year in the history of UnitedHeaith Group, resulting from diversified business growth

and continued productivity improvements. Financial performance hightights include™

* Record revenues of $21.1 billion, a 12% increase in continuing markets over 1999.

« Record operating earnings of $1.2 billion, up 27% over 1899, with aach segment delivering strong year-over-
year revenue and operating earnings advances.

« Record net earnings applicable to common shareholders of $705 million, and difuted net eamings per common
share of $2.10, representing increases over 1999 of 25% and 32%, respectively.

» Record cash flows of more than $1.5 billion generated from operating activities, an increase of 28% over 1999.

= Return on shareholders’ equity of 19.0%, up from 14.1% in 1999,
¥ Where apalicable, 2000 and 1099 results exclude tha slTects of akparats diapositions of LnHedhealth Capital investments,

Foflowing is a five-year summary of selected financial data:

Fof the Year Erded Decamber 31,

{In mbgons, except por share data) 2000 1999 1958 1997 1998
Consolidated Operating Resuits
Revenues $ 21,122 $ 19,562 $ 17,355 $ 11,794 $ 10,074
Eamings (Loss) From Operations $ 1,200 $ 943 $ (@2 $ 742 $ 581
Net Earnings (Loss) $ 7w $ 568t $ (166) -$ 460 $ 3564
Net Earnings (Loss) Applicable

to Common Shareholders $ 736 § 968 $ (214p $ 43 $ 327
Basic Net Eamings (Loss)

per Common Share $ 227 5 163 $ (0.56) $ 115 $ 080
Dituted Net Eamings (Loss)

Common Share $ 219 $ 1602 5 (056 $ 113 $ 088"
Commeon Stock Dividends per Share $ 002 $ 002 $ 002 $ 0.02 $ o002
Consolidated Cash Flows
__ From Operating Activities $ 1,571 $ 1,18 $ 1,07 $ 683 $ 562
Consolldated Financial Condition
{As of December 31)

Cash and Investments $ 5053 § 4719 $ 4424 § 4,041 $ 3453
Total Assets $ 11,053 $ 10,273 $ 9,675 $ 7623 $ 6997
Debt $ 1209 g M $ 708° $ - $ -
Convertible Preferred Stock 3 - $ - $ - $ 500 $ 500
Shareholders’ Equity § 3688 $ 3863 $ 4,038 $ 4534 $ 3823
Retum on Shareholders’ Equity 19.0% 14.1% na? 104 % 92%"
RAsaulra of Oparstions should bo read topathar with T ying C i Financiel and Notes.

1 2000 results inchsde a $14 millian npt paTRAAEM tax Denslit ulmoa 1o the contribution of UnitedHealth Capital tvastments to tha UnitedHealth Foundation and a $27 million
gl (517 milion atter tax) reiatad 10 & sepgrate disposition of UnitsdHealth Capital invastmonts. Exchucting thess itsma, net edrnings end dilted mit saminga DT ComMmon share
ware $705 mdfion and $2.10 par share kor the yeer ended Docembar 31, 2000,

2 1250 msults include & net p tay benafit retated to the don of L dHealth Capital 16 tho LinitadHeanth Foundotion. Excuding thle

banadit, Net sAmings NG diluted net eamings i CHMITON shive wers $583 mithon and £1.59 par shara,

g tre f and othar chargea of $725 miliian, $175 midon of charges mlddbmuﬁhauuumdmunncm Mocicard markets and ather

[ 10 dal and modical costa payable astimates, ano the $20 midion ¢ from 15998 repulls, sarnings trom
and net ings Appl ] harahokd -wunmnnnsssammnmsmsmmm wi'l 31 nm-dnunnﬂngspnmmwmm,mmmm

shatsholdeny” exuity would have boun 11.9%.

4 Exchuding tha marger costs with the 10f H of Amenica, Inc. of $15 mikion ($9 million sfter tex) end the provision for future 33es on two muti-year

contracts of 345 milion ($27 mition eftsr tax). ImmmnmwmuwMammdmnbmm1 mitkan and $3T2 midlon, or $0.08 diuted net semings per
comman ahars, and rabm oh sharsholders” oquity would have been 10.2%.

S (uwhng 1899, we issuad dobt totaling $708 million and redwemad $500 milion 61 conventinle prafened stock.
ha ~ not appicable



UnitedHealth Group

2000 RESULTS CGOMPARED TO 1999 RESULTS
CONSOLIDATED FINANCJAL RESULTS

Revenues
Revenues are comprised of premium revenue associated with Insured products, fees associated with
management, administrative and consulting services, and Investment and other income.

Consolidated revenues increased in 2000 to $21.1 bitlion. Strong and balanced growth across all business
segments was partially offset by transitions in certain geographic and Medicare markets. Adjusted for the effects
of these market transitions, consolidated revenues increased approximately $2.2 billion, or 12%, over 1999.
Following Is a discussion of 2000 consolidated revenue trends for each of our three revenue components.

Premlum Revenues Consolidated premiurn revenues in 2000 totaled $18.9 billion, an Increase of $1.4 billion,
or 8%, compared with 1999, This increase was driven by two primary factors: premium yield increases on
UnitedHealthcare’s commercial Insured business, and growth in individuals served. These increases were
partially offset by transitions in certain geographic and Medicare markets. Adjusted for the effect of these
market transitions, premium revenues increased 12% over 1989.

Management Services Fee Revenues Fee revenues in 2000 totaled $2.0 billion, representing an increase of
$171 million, or 10%, over 1999. The overall Increase in fee revenues is primarily the result of record growth
in Uniprise’s mufti-site customer base, growth in UnitedHealthcare's fee-based business, modest price
increases, and acquisitions and growth from our Specialized Care Services and Ingenix businesses.

Investment and Other Income Investment and other income during the year ended December 31, 2000,
totaled $232 million, representing an increase of $13 mililon over 1999. Higher interest yields on investments in
2000 compared with 1999 were largely offset by $34 million of net realized capital losses in 2000. Net realized
capital losses were $6 million in 1999.

Medical Costs
The combination of pricing and care coordination efforts is reflected in the medical care ratio {(medical costs as a
percentage of premium revenues).

Our consolidated medical care ratio decreased from 85.7% in 1999 to 85.4% in 2000. Excluding AARP
business, on a year-over-year basis, the medical care ratio decreased 30 basis points to 83.9%. Decreases in our
year-over-year medical care ratios are attributable to commercial net premium yield increases exceeding the
underlying increase in total benefit costs.

On an absolute dollar basis, the increase in medical costs of $1.1 billlon, or 7%, over 1999 was driven by a

combination of growth in individuals served with insured products, medical cost inflation, benefit changes and
product mix changes.
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Operating Costs

Operating costs as a percentage of total revenues (the operating cost ratio) was 16.7% In 2000, compared with
17.1% in 1999. This decrease was primarily driven by productivity increases achieved through process
improvement, technology deployment and cost reduction initiatives, and by further leveraging the fixed cost
components of our infrastructure.

Changes in revenue mix also affect the operating cost ratio. For our fastest-growing businesses (Uniprise,
Specialized Care Services and Ingenix), most direct costs of revenue are included in operating costs, not medical
costs. Using a revenue mix comparable to 1999, the 2000 operating cost ratio would have decreased 80 basis
points to 16.3%. -

On an absolute dollar basis, operating costs increased by $177 million, or 5%, over 1999. This increase
reflects the additional costs to support product and technology development initiatives, and to support the
89 increase in consolidated revenues in 2000, partially offset by the benefit of productivity and technology
improvements discussed above.

Depreciatlon and Amortization

Depreciation and amortization was $247 mitfion in 2000 and $233 million in 1999. This increase resulted primarily
from increased levels of capital expenditures to support business growth and technology enhancements, and the
amortization of goodwill and other intangible assets related to acquisitions.

Income Taxes

Our 2000 income tax provision includes nonrecurring tax benefits primarily related to the contribution of
UnitedHealth Capital investments to the UnitedHealth Foundation. Excluding nonrecurring tax benefits, our
effective income tax rate was 37.5% in 2000 and 37.0% in 1999.

BUSINESS SEGMENTS

The following summarizes the operating resuits of our business segments for the years ended December 31
{in millions):

Revenues

Percent
2000 1969 Change
Health Care Services $ 18,696 $ 17,581 6%
Uniprise 2,140 1,865 15%
Spetialized Care Services 974 726 34%
Ingenix 375 258 45%
Corporate and Eliminations {1,063) (858) nm
Consolidated Revenues $ 1z $ 19,562 8%

Earnings from Operatlons
Percent
2000 1999 Change
Health Care Services $ 739 $ 578 i 28%
Uniprise 289 222 30%
Specialized Care Services 174 128 36%
Ingenix 2 25 28%
Total Operating Segments 1,234 953 29%
Corporate (34) {10) nm
Consolidated Earnings from Operations $ 1,200 $ 943 27%

hm — nat meanngiul
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Health Care Services

The Health Care Services segment consists of the UnitedHealthcare and Ovations businesses. UnitedHealthcare
coordinates network-based health and well-being services on behalf of local employers and consumers
nationwide. Ovations, which administers Medicare Supplement benefits on behalf of AARP, offers health and
well-being services for Americans age 50 and older.

The Health Care Services segment posted record revenues of $18.7 billion, representing an increase of
$1.1 billion, or 6%, over 1999. This increase is primarily attributable to premium vyield increases on
UnitedHealthcare's commercial business and growth in Individuals served in continuing markets, partially offset
by targeted pullbacks in certain geographic and Medicare markets. Adjusted for the effects of these market
fransitions, Health Care Services’ revenues increased by 10% on a year-over-year basis.

The Héalth Care Services segment contributed earnings from operations of $739 million in 2000, an increase
of $161 million, or 28%, over 1999. This Increase is primarily the resuit of improved margins on
UnitedHealthcare's commercial business and reduced operating costs as a percentage of revenues, driven by
process improvement, technology deployment and cost reduction initiatives. Health Care Services' operating
margin increased to 4.0% in 2000 from 3.3% in 1999,

UnitedHealthcare’s commercial medical care ratio improved to 84.1% in 2000 from 84.6% in 1999, driven by
net premium yield increases in excess of undertying medical costs. Commercial health plan premium rates are
established based on anticipated benefit costs, including the effects of medical cost inflation, benefit changes
and product mix. :

UnitedHealthcare’s year-over-year Medicare enroliment decreased 7% as a result of actions taken to better
position this program for long-term success. Effective January 1, 2000 and 2001, UnitedHealthcare withdrew its
Medicare+Choice product from targeted countles affecting 40,000 individuals and 56,000 individuals, respec-
tively. These actions reduce Medicare enrollment, but improve profitability in the long term retative to the cost of
capital and required resource management.

The following table summarizes individuals served by UnitedHealthcare, by major market segment and
funding arrangement, as of December 31 {in thousands):

2000 1999
Commercial
Insured 5495 5,150
Fee-based - 1,927 1,745
Total Commercial 7,422 6,895
Medicare 406 437
Medicaid 549 479
Total UnitedHealthcare 8,377 7,811

1 Excludes individusin sarved through UnitedHesithcam plattorma iocated In Pusrto Rico and Prcific Coast mglons. As of Decembar 31, 2000, UnitedHaalthears had
aubstantially tramitioned from Mmess markats_ Inchyding thase markets, indhiduals served xt December 31. 1998 ware:

Commercial
I=uwred 565
Fee-based 1.887
Total Commencial 7537
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Uniprise

Unipnise provides network based health and well being services, business to business transactional
infrastructure services, consumer connectivity, and technology support for large employers and health plans.
Uniprise revenues of $2.1 billion increased by $275 million, or 15%, over 1999, This increase was driven primarily
by continued growth in Uniprise’s large multi-site customer base, which had an 11% increase in individuals
served, as well as changes in funding arrangements selected by certain customers and price increases on
fee-based business. Uniprise served 6.7 million and 6.0 million individuals as of December 31, 2000 and 1999,
respectively. Uniprise’s earnings from operations grew by $67 million, or 30%, over 1999 as a resuit of the
increased revenues, and operating margin improved to 13.5% in 2000 from 11.9% in 1999. As revenues
have increased, Uniprise has expanded its operating margin by improving productivity through process
improvement initiatives, increased deployment of technology and by further leveraging the fixed cost
components of its infrastructure.

Speclalized Care Services

Specialized Care Services is an expanding portfolio of health and well-being companies, each serving a
specialized market need with a unique blend of benefits, provider networks, services and resources. Specialized
Care Services’ revenues of $974 million increased by $248 million, or 34%, over 1999. This increase was driven
primarily by an increase in the number of individuals served by United Behavioral Health, its mental heaith and
substance abuse services business, and the acquisitions of Dental Benefit Providers, Inc. in June 1899 and
National Benefit Resources, Inc. in November 1999. Earnings from operations of $174 million increased by
36% compared with 1999, commensurate with 2000 revenue growth. Specialized Care Services' operating
margin improved from 17.6% in 1999 to 17.9% in 2000.

ingenix

Ingenix is a leader in the field of health care data and information, research analysis and application, serving
pharmaceutical companies, health insurers and payers, care providers, large employers and governments.
Revenues of $375 million increased by $117 million, or 45%, over 1999 driven by organic growth of $54 million
and 1999 acquisitions that broadened the business franchise in clinical research and development, clinical
marketing and data mining. Eamings from operations of $32 million increased 28% over 1999. Operating margin
decreased to 8.5% in 2000 from 9.7% in 1999, principally as a result of increased goodwill amortization expense
associated with acquisitions.

Corporate

Corporate includes investment income derived from cash and investments not assigned to operating segments
and the company-wide costs associated with process improvement initiatives. The decrease of $24 million in 2000
earnings reflects a decline in the level of unassigned cash and investments and associated investment income,
primarily resulting from share repurchases and incremental 2000 process improvement costs.
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1999 RESULTS COMPARED TO 1998 RESULTS

CONSOLIDATED FINANCIAL RESULTS

Revenues
Consaolidated revenues increased 13% in 1999 to $19.6 billion, reflecting balanced growth across all business
segrments. Following is a discussion of 1999 consoalidated revenue trends for each of our three revenue components.

Premium Revenues Consolidated premium revenues in 1999 totaled $17.6 billion, an increase of $2.0 billion, or
13%, compared to 1998. This increase was primarily driven by premium yleld increases on UnitedHealthcare's
commercial insured business, growth in the number of individuals served by United Behavioral Health and the
acquisitions of HealthParners of Arizona, Inc. and Dental Benefit Providers, Inc.

Management Services Fee Revenues Management services fee revenues in 1999 totaled $1.8 billion,
repregenting an increase of $203 million, or 13%, over 1998. The overall increase in management services fee
revenues was primarily the result of strong growth in Uniprise’s multi-site customer base, price increases in fee
business, and acquisitions and growth from our Ingenix business.

Investment and Other income Investment and other income during the year ended December 31, 1999,
totaled $219 million, representing a decrease of $30 million from 1898. This decrease is primarily the result of
net realized capital fosses from the sale of investments in 1999 in contrast to net realized capital gains in 1998,
along with decreases in cash and investments and associated investment income resulting from our stock
repurchase activities and business acquisitions, Rising interest rates during 1999 resulted in declines in the fair
value of fixed Income investments, and we realized net capital losses of $6 million during 1999, For the year
ended Decemnber 31, 1998, realized net capital gains were $26 million.

Medical Costs
The consolidated medical care ratio decreased to 85.7% in 1999 from 87.2% in 1998, Excluding the AARP
business and the effects of 1998 special charges, on a year-over-year basis, the medical care ratio decreased
10 basis points to 84.2%.

On an absolute dollar basis, the increase in medical costs of $1.5 billion, or 11%, over 1998 was driven by a

combination of growth in individuals served with insured products, medical cost inflation, benefit changes and
product rix changes. ’

Operating Costs
Operating costs as a percentage of total revenues ({the operating cost ratio) was 17.1% in 1999, consistent
with 1998. Operating cost reductions in 1999 were partially offset by $39 million of incremental expenses in
1999 related to process improvement initiatives and platform system conversions. On a comparable revenue
mix basis, the operating cost ratio would have decreased 30 basis points to 16.8%.

On an absolute dollar basis, operating costs increased by $379 million, or 13%, over 1998. This increase
reflects the additional costs to support the corresponding 13% Increase in consolidated revenues in 1999, and
the incremental process improvement expenses described above.

Depreciation and Amortization
Depreciation and amortization was $233 million in 1999 and $185 million in 1998. The increase in 1999 resulted

from increased levels of capital expenditures in 1998 and 1999 to support business growth and technology
enhancements and amortization of goodwill and other intangible assets.
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BUSINESS SEGMENTS

The following summarizes the operating results of our business segments for the years ended December 31
(in millions):

Revenues " Percent
1999 1998 Chanae
Health Care Services $ 17,581 $ 15612 13%
Uniprise 1,865 1.624 15%
Specidized Care Services 7% 618 17%
Ingenix 258 184 40%
Corporate and Eliminations (868) (683) nm
Consolidated Revenues $ 19,562 $ 17,355 13%
Earnings from Operations Percent
1999 1998 Chanae
Health Care Services $ 578 $ 503 15%
Uniprise 222 161 38%
Specialized Care Services : 128 109 17%
Ingenix 25 20 5%
Totaf Operating Segments 953 793 20%
te {10} 65- nm
Consolidated Earnings from Operations $ 943 $ 858 10%

1 Excludes $725 million of operational rullg-ul-nem and oubﬁlu charpes and $175 milion of charges mlated to contract loases with certaln 2 Mmarkems And oller

w ml and Meadi medical costs payabia é=timaten.

nm— not meaningful

Health Care Services

The Health Care Services segment posted revenues of $17.6 billion, representing an increase of $2.0 billion, or
13%, over 1998, This increase was primarily attributable to UnitedHealthcare's net premium yield increases on
commercial business and the acquisition of HealthPartners of Arizona, Inc.

The Health Care Services segment contributed earnings from operations of $578 million in 1999, an increase
of $75 million, or 15%, over 1998, This increase is primarily due to growth in the average number of individuais
served by UnitedHealthcare during 1999 and reduced operating costs as a percentage of revenues driven by our
process improvement initiatives.

UnitedHealthcare's commercial medical care ratio improved to 84.6% in 1999 from 84.9% in 1998 (excluding
1998 special operating charges), driven by net premium yield increases in excess of underlying medical costs.
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The following table summarizes individuals served by UnitedHealthcare, by major market segment and
funding arrangement, as of December 31 {in thousands)*:

. 1999 1908
Commercial
Insured 5,150 5141
Feg-baged 1,745 1,616
Total Commergial 6,895 6,757
Medicare . 437 i 482
Medicaid 479 430
Total UnitedHealthcare 7811 7,669

T Exchrdes individuats sarved through UnitedHealthcare platiorms in Puarto fico and Pacihc Coast raglonz. Tha company hes transtionad these markets.

Uniprise

Uniprise’s revenues increased by $241 million, or 15%, over 1998 driven primarily by continued growth in
its large multi-site customer base, which had an 11% increase in individuals served, and price increases on
fee-based business. Uniprise served 6.0 million individuals as of December 31, 1999, and 5.4 million individuals
as of December 31, 1998. Uniprise’s earnings from operations grew by $61 million, or 38%, over 1998 as a
result of the increased revenues, ongoing process improvement initiatives and improved operating margins on
insured business.

Specialized Care Services

Specialized Care Services’ revenues increased by $108 million, or 17%, over 1998. This increase was driven
primarily by an increase in the number of individuals served by United Behavioral Health, and the acquisition of
Dental Benefit Providers, Inc. in June 1999. Eamings from operations of $128 million increased by 17% compared
with 1998, commensurate with 1999 revenue growth.

Ingenix .
Revenues increased by $74 miillion, or 40%, over 1998 primarily as a result of acquisitions during the last half of
1998 and during 1999. Earnings from operations of $25 million represented an increase of 25% over 1998.

COI‘p orate

The decrease of $75 miliion in 1999 Corporate earnings was attributable to $39 million of incremental process
improvement costs over 1998 levels, and a decline in the level of unassigned cash and investments and
associated investment income, which resulted primarily from share repurchases and business acquisitions.

OPERATIONAL REALIGNMENT AND OTHER CHARGES

in conjunction with our operational realignment initiatives, we developed and, in the second quarter of 1998,
approved a comprehensive plan {the Plan) to implement our operational realignment. We recognized corre-
sponding charges to operations of $725 million in the second quarter of 1998, which reflected the estimated
costs 10 be incured under the Plan. The charges included costs associated with asset impairments; employee
terminations; disposing of or discontinuing business units, product lines and contracts; and consolidating and
eliminating certain claim processing operations and associated real estate obligations.
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Qur accompanying financial statements include the operating results of businesses and markets disposed of
or discontinued, and markets we have exited in connection with the operational reahignment. The accompanying
Consolidated Statements of Operations include revenues and operating earnings (losses) from businesses
disposed of and markets exited for the years ended December 31, as follows (in millions):

2000 1999 1908
Revenues $ 312 $ 689 $ 964
Earnings (Loss) From Operations $ 9 $ 4 $ (2

The table above does not include operating results from the counties where UnitedHealthcare withdrew its
Medicare product offerings effective January 1, 2000, and January 1, 2001. Annual revenues for 1999 from the
counties exited effective January 1, 2000, were approximately $230 million. Annual revenues for 2000 from the
counties exited effective January 1, 2001, were approximately $320 million.

During 2000, we finalized our agreement with Blue Shield of California to transition approximately 210,000
individuals served by our Califomia health plan. Additionally, we transitioned approximately 75,000 individuals
served by our Oregon and Washington health plans to Premera BlueCross and LifeWise. These actions conglude
our planned transition to concentrate resources in the Pacific Coast region on Uniprise national, multi-site
customers and Specialized Care Services customers. We have also transitioned out of the market in Puerto Rico.
The balances accrued in our operational realignment and other charges were sufficient to cover expenses incurred
in the sale and exit of our operations in these markets.

The operational realignment and other charges do not cover certain aspects of the Plan, including new infor-
mation systems, data conversions, process re-engineering, temporary duplicate staffing costs as we consolidate
processing centers, and employee relocation and training. These costs are expensed as incurred or capitalized,
as appropriate. During 2000, 1999 and 1998, we incurred expenses of approximately $57 million, $52 million and
$13 million, respectively, related to these activities,

We expect to complete our realignment initiatives during 2001. Based on current facts and circumstances,
we believe our remaining accrued liability for realignment initiatives of $65 million will be adequate to cover the
costs to be incurred in executing the remainder of the Plan,

FINANCIAL CONDITION AND LIQUIDITY AT DECEMBER 31, 2000

During 2000, we generated cash from operations of more than $1.5 billion, an increase of $332 million, or 28%,
over 1999. The increase in operating cash flows resulted from an increase of $182 million in netincome excluding
depreciation and amortization expense, working capital improvements of approximately $57 million, and
$93 million refated to income tax benefits resulting from employee stock option exercises.

We maintained a strong financial condition and liquidity position, with cash and investments of $5.1 billion at
December 31, 2000. Total cash and investments increased by $334 million since December 31, 1999, primarily
resulting from strong cash flows from operations partially offset by common stock repurchases.

Asturther described under *Regulatory Capital and Dividend Restrictions,” many of our subsidiaries are subject to
various government regulations. At December 31, 2000, approximately $327 million of our $5.1 billion of cash and
investments was held by non-regulated subsidiaries. Of this amount, approximately $65 million was available for
general corporate use, including acquisitions and share repurchases. The remaining $262 million consists of public and
non-public equity securities primarily held by UnitedHealth Capital, our venture and development capital business. Our
operating cash flows and financing capability also provide us with funds, as needed, forgeneral corporate use.

As of December 31, 2000, we had $409 million of commercial paper outstanding, with interest rates ranging
from 6.6% to 6.9%. In July 2000, we executed new credit arrangements supporting our commerciai paper
program for an aggregate of $300 million. These credit arrangements are composed of a $450 million revelving
facility expiring in July 2005, and a $450 million, 364-day facility expiring in July 2001, We also have the capacity
to issue approximately $200 million of extendible commercial notes (ECNs). During 2000, we had no amounts
outstanding under our credit facilities or ECNs. During 2000, we also issued $400 million of five-year 7.5% senior
unsecured notes.
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Our debt arrangements and credit facilities contain various covenants, the most restrictive of which place
limitations on secured and unsecured borrowings and require us to exceed minimum interest coverage levels. We
are in compliance with the requirements of all debt covenants. Our senior debt is rated *A” by Standard & Poor’s
and Fitch (formerly known as Duff & Phelps), and "A3” by Moody's. Qur commercial paper and ECN programs are
rated "A-1" by Standard & Poor’s, *F-1" by Fitch, and "P-2° by Moody’s.

The remaining aggregate issuing capacity of all securities covered by shelf registration statements for
comimon stock, preferred stock, debt securities and other securities is $850 million. We may publicly offer such
securities from time to time at prices and terms to be determined at the time of offering.

Under the board of difectors’ authorization, we are operating a common stock repurchase program.
Repurchases may be made from time to time at prevailing prices, subject to certain restrictions on volume,
pricing and timing. During the 12 months ended December 31, 2000, we repurchased 31.0 million shares at an
aggregate cost of $1.2 billion. Through December 31, 2000, we had repurchased approximately 92.9 million
shares for an aggregate cost of $2.6 billion since the inception of the program in November of 1997. in December
of 1998, we also repurchased $500 million of preferred stock that was convertible Into 20.2 million shares of
common stock. As of December 31, 2000, we have board of directors’ authorization to purchase up to an
additional 28.4 million shares of our common stock.

In October 2000, the board of directors declared a two-for-one split of the company’s common stock in the
form of a 100 percent common stock dividend. This dividend was issued on December 22, 2000, to shareholders
of record as of December 1, 2000. The accompanying consolidated financial statements have been restated to
reflect the share and per share effects of the common stock split.

We expect our available cash and Investment resources, operating cash flows and financing capability will be
sufficient to meet our current operating requiremnents and other corporate development initiatives. A substantial
portion of our long-term investments (approximately $3.3 billion as of December 31, 2000} is classified as
available for sale. Subject to the previously described regulations, these investments may be used to fund
working capital or for other purposes.

Currently, we do not have any other material definitive commitments that require cash resources; however,
we continually evaluate opportunities 1o expand our operations. This includes internal development of new
products and programs and may include acquisitions.

During 1999, we formed and initiated funding of the UnitedHealth Foundation. Through December 31, 2000,
we made contributions to the UnitedHealth Foundation using a portion of our UnitedHealth Capital investments
valued at approximately $100 million on the dates contributed. The UnitedHealth Foundation is dedicated to
improving Americans' health and well-being by supporting consumer and physician education and awareness
programs, generating objective infonmation that will contribute to improving health care delivery, and sponsoring
community-based health and well-being activities.

REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

Qur operations are conducted through our wholly-owned subsidiaries, which include health maintenance organ-
izations and insurance companies. These companies are subject to state regulations that, among other things,
may require the maintenance of minimum levels of statutory capital, as defined by each state, and restrict the
timing and amount of dividends and other distributions that may be paid to their respective parent companies.
Generally, the amount of dividend distributions that may be paid by our regulated subsidiaries, without pfior
approval by state requlatory authorities, is limited based on the entity’s level of statutory netincome and statutory
capital and surplus.

The National Association of insurance Commissioners has developed minimum capitatization guidefines for
health maintenance organizations, subject to state-by-state adoption. Many states have adopted and other states
will likely adopt some form of these rules. We do not expect that further state adoptions or implementations will
require us 1o make significant incremental investments of general corporate resources into regulated subsidiaries.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of changes in value of a financial instrument caused by fluctuations in interest
rates and equity prices.

Approximately $4.8 billion of our cash and investments at December 31, 2000, was invested in fixed income
securities. We manage our investment portfolio within risk parameters approved by our board of directors;
however, our fixed income secutrities are subject to the effects of market fluctuations in interest rates. Assuming a
hypothetical and immediate 1% increase or decrease in interest rates applicable to our fixed income portfolio at
December 31, 2000, the fair value of our fixed income investments would decrease or increase by approximately
$140 million.

INFLATION

The national health care cost inflation rate exceeds the general inflation rate. We use various strategles
to mitigate the negative effects of health care cost inflation, including setting commercial premiums based on
anticipated health care costs, coordinating care with various health care providers, and using various health care
cost containment measures. Specifically, health plans try to control medical and hospital costs through contracts
with independent providers of health care services. Through these contracted care providers, our health plans
emphasize preventive health care, appropriate use of specialty and hospital services, education and closing
@gaps in care.

We believe our strategies to mitigate the impact of health care cost inflation will be successful. However,
other factors such as competitive pressures, new health care and pharmaceutical product introductions,
demands from health care providers and consumers, applicable regulations or other factors may affect our ability
to control the impact of health care cost increases.

LEGAL MATTERS

Because of the nature of our business, we are routinely subject to suits alleging various causes of action. Some
of these suits may include claims for substantiat non-economic or punitive damages. We do not believe that any
such actions, or any other types of actions, currently threatened or pending will, individually or in the aggregate,
have a material adverse effect on our financial position or results of operations.

CAUTIONARY STATEMENT REGARDING "FORWARD-LOOKING"” STATEMENTS

The-statements contained in Results of Operations, and other sections of this annual report to shareholders,
include forward-looking staterments within the meaning of the Private Securitles Litigation Reform Act of 1995
(the PSLRA). When used hereln, the words or phrases "believes," “expects,” “anticipates," “intends," *will
likely result," "estimates,* *projects* or similar expressions are intended to identify such forward-looking
statements. Any of these forward-looking statements involve risks and uncertainties that may cause the
company's actual results to differ materially from the results discussed in the forward-looking statements.
Statements that are not strictly historical are *forward-looking" statements under the safe harbor provisions of
the PSLRA. Forward-looking statements involve known and unknown fisks, which may cause actual results
and corporate developments to differ materially from those expected. Factors that could cause results and
developments to differ materially from expectations include, without limitation: the effects of state and federal
regulations, the effects of acquisitions and divestitures, and other risks described from time to time in each of
UnitedHealth Group's SEC reports, including quarterty reports on Form 10-Q, annual reports on Form 10-K
and reports on Form 8-K.
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CONSOLIDATED STATEMENTS OF OPERATIONS unitedHealth Group

(i millions. except per share data)

Revenues
Premiums
Management Services Fees
Investment and Other Income
_ Total Revenues

Medical and Operating Costs
Medical Costs
Operating Costs
Depreciation and Amortization
Operational Realignment and Other Charges
Total Medical and Operating Costs

Eamings {Loss) From Operations
Gain on Disposition of UnitedHealth Capital Investments
Irterest Expense

Earnings {Loss) Before Taxes
Provision for Income Taxes

Net Eamings {Loss)

Conwertible Prefered Stock Dividends
and Redemption Premium

Net Eamings {Loss) Applicable to Common Shareholders

Bagsic Net Earnings (Loss) per Common Share

Diluted Net Earnings (Loss) per Common Share

Basic Weighted-Average Number of Commen Shares
Qutstanding

Dilutive Effect of Outstanding Stock Options

Welghted-Average Number of Common Shares Cutstanding
Assuming Dilution

See rotes 10

30

18,926
1,964

112
16,155
3520
247
19,922
1,200
27
73

1,156
(419)

227

219

324.2
123

For the Year Ended December 31,

1999

$ 17,550
1,793

219
19,562

15,043
3,343
233

18,619
943

{49)

894
(326)

568

$ 568

3482
6.8

355.0

1998

15,516
1,590
249
17,355

13,523
2,964
185
725
17,397
(2)

@)

{46)
(120} _

(168)

214

(0.56)

(0.56)

3812

381.2



CONSOLIDATED BALANCE SHEETS uUnmtedHealth Group

(in

millions, except share and per share data)

Assets

Li

Current Assets
Cash and Cash Equivalents
Short-Term Investments
Accounts Receivable, net of allowances of $118 and $117
Assets Under Management
Other Current Assets
Total Current Assets
Long-Term Investments
Property and Equipment, net of accumutated
depreciation of $513 and $482
Goodwill and Other Intangible Assets, net of accumulated
amortization of $501 and $376
Total Assets

abilities and Shareholders’ Equity
Current Liabilities
Medical Costs Payable
Accounts Payable and Accrued Liabilities
Other Policy Liabilities
Commercial Paper and Current Maturities of Long-Term Debt
Unearned Premiums
Total Current Liabilities
Long-Term Debt
Deferred Income Taxes and Other Liabilities
Commitments and Contingencies (Note 11)
Shareholders’ Equity

Common Stock, $0.01 par value - 500,000,000 shares authorized;

317,235,000 and 334,941,000 shares outstanding
Additional Paid-In Capital
Retained Eamings
Accumulated Other Comprehensive Income:

Net Unrealized Holding Gains on Investments Avaitable for Sale,

net of Income tax effects
Total Shareholders’ Equity
Total Liabilities and Shareholders' Equity

See notes 10 Hidatea K

31

2000

$ 1419
200

867

1,646

273

4,405
3434

29Mm
$ 1,05

1,050
1,216
559
479
6,570

145

3,595

3,688
5 1,08

As of December 31,

15999

$ 1,605
546

912
1,328
177
4,568
2,568

278

2,859
$ 10273

$ 2915
1,003

910

591

473

5,892

400

18

3
250

3,445

165
3,863
$ 10273



CONSOTIDATED STATEMENTS OF CHANCGES IN SHAREHOLDERS EQUITY UmtedHealth Group

Common Stock
o millions) Shares Amount
Balance at December 31, 1997 362 $ 4
Issuances of Common Stock 8 -
Common Stock Repurchases 22) -
Comprehensive Income (Loss)
Net Loss - -

Other Comprehensive Income Adjustments
Change in Net Urrealized Holding Gains
on Irvestments Avaitable for Sale,
net of income tax effects -
Comprehensive Loss -
Cash Dividends
Common Stock -
Convertible Preferred Stock -
Convertible Preferred Stock Redemption Premium ~

Balance at December 31, 1998 368
Issuances of Common Stock 6
Common Stock Repurchases B9
Comprehensive Income

Net Earnings -
Other Comprehensive Income Adjustments
Change in Net Unrealized Holding Gains
on Investmerts Available for Sale,
net of income tax effects -
Comprehensive Income -

Common Stock Dividend -
Balance at December 31, 1999 335
issuances of Common Stock 13
Common Stock Repurchases G1)

Comprehensive Income
Net Eamings -

Other Comprehensive Income Adjustments
Change in Net Unrealized Holding Gains
on Investments Avaitable for Sale,
net of income tax effects -
Comprehensive Income -
Common Stock Dividend -

Balance at December 31, 2000 317 $

Soo notes 10 1

32

[

Adrditional
Paidkin
Capital

$1,398

(436)

250
349

(699

Ratainad

Esmings  Avalable for Sale
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CONSOLIDATED STATEMENTS OF

n mikions)
Operating Activities
Net Earnings (Loss) $ 736
Noncash jtems
Depreciation and Amortization 247
Deferred Income Taxes and Other 73

Asset Impaiments -
Net Change in Other Operating tems, net of effects
from acquisitions, sales of subsidiaries and changes

in AARP balances
Accounts Receivable and Other Current Assets 26
Medical Cosls Payable 288
Accounts Payable and Qther Cument Liabilities 162
Uneamed Premiums (1)
Cash Flows From Operating Activities 1,521
Investing Activities
Cash Paid for Acquisitions, net of cash assumed and other effects (76}
Purchases of Property and Equipment and Capitalized Software (245)
Proceeds from Sales of Property and Equipment and
Disposition of Businesses 12
Purchases of Investments . (3,022)
Maturities and Sales of Investments 2,363
Cash Flows (Used For) From investing Actlvities {9686)

Financing Activities

Proceeds from Common Stock Issuances 228
(Payments of) Proceeds from Commercial Paper, net (182
Proceeds from Issuance of Long-Term Debt 400
Common Stock Repurchases (1,180)
Redemption of Convertible Preferred Stock -
Dividends Paid (L]
Cash Flows Used For Financing Activities ’ 739)
Increase {Decrease) in Cash and Cash Equivalents (186)
Cash and Cash Equivalents, Beginning of Period 1,605
Cash and Cash Equivalents, End of Period $ 1419

Ses notes o
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(520}
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  unitedHealth Group

(1) DESCRIPTION OF BUSINESS

UnitedHealth Group incorporated (also referred to as "UnitedHealth Group," “the company.* *we," *us,” ‘our*)
is a national leader in forming and operating orderly, efficient markets for the exchange of high quality health
and well-being services. Through independent but strategically aligned, market-defined businesses, we offer
health care coverage and related services designed to enable, facilitate and advance optimal health.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION

We have prepared the consolidated financial statements in accordance with generally accepted accounting
principles and have included the accounts of UnitedHealth Group and its subsidiaries. We have eliminated all
significant intercompany balances and transactions.

USE OF ESTIMATES

These financial statements include some amounts that are based on our best estimates and judgments. The
most significant estimates relate to medical costs, medical costs payable, other policy liabilities and intangible
asset valuations relating to acquisitions. These estimates may be adjusted as more current information
becomes available, and any adjustment could be significant. The impact of any changes in estimates is included
in the determination of eamings in the period of change.

REVENUE RECOGNITION

Premium revenues are recognized in the period enrolled members are entitled to receive health care services.
Premium payments received from our customers prior to such period are recorded as unearned premiums.
Management services fee revenues are recognized in the period the related services are performed. Premium
revenues related to Medicare and Medicaid programs as a percentage of total premium revenues were 17% in
2000, 21% in 1999 and 20% in 1998.

MEDICGAL COSTS AND MEDICAL CQSTS PAYABLE
Medical costs include claims paid, claims adjudicated but not yet paid, estimates for claims received but not yet
adjudicated, and estimates for claims incurred but not yet received.

The estimates of medical costs and medical costs payable are developed using actuarial methods based
upon historical data for payment patterns, cost trends, product mix, seasonality, utilization of health care
services and other relevant factors including product changes. The estimates are subject to change as actuarial
methods change or as underlying facts upon which estimates are based change. We did not change our actuarial
methods during 2000, 1999 and 1998. Management believes that the amount of medical costs payable is
adequate to cover the company’s liability for unpaid claims as of Decernber 31, 2000.

CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash and cash equivalents are highly liquld Investments with an original maturity of three months or less. The fair
value of cash and cash equivalents approximates their carrying value because of the short maturity of the instru-
ments. Investments with a maturity of less than one year are classifled as short-term.

Investments held by trustees or agencies according to state regulatory requirements are classified as heid-to-
maturity based on our ability and intent to hold these investments to maturity. Such investments are reported at
amortized cost and, because of regulatory restrictions, are included in long-term investments regardless of their
maturity date. All other investments are classified as available for sale and reported at fair value based on quoted
market prices. Investments are classified as short-term or long-term depending on their maturity term. Periodicalty,
we sell investrents classified as long-tern prior to their maturity to fund working capitat or for other purposes.
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Unrealized gains and losses on investments available for sale are excluded from earnings and reported as a
separate component of shareholders’ equity, net of income tax effects. To calculate realized gains and losses on
the sale of investments, we use the specific cost of each investment sold. We have no investrments classified as

trading securities.

ASSETS UNDER MANAGEMENT

Under our 10-year agreement with AARF, we are administering certain aspects of AARP's insurance program that
were transferred from the program's previous carrier (see Note 5). Pursuant to our agreement with AARP, the
associated assets are managed separately from our general investment portfolio and are used to fund expendi-
tures associated with the AARP program. These assets are invested at our discretion, within certain investment
guidelines approved by AARP. At December 31, 2000, the assets were invested in marketable debt securities.
Interest earnings and realized investment gains and losses on these assets accrue to AARP policyholders and, as
such, are not included in our determination of earnings. Assets under management are reported at their fair value.
Unrealized gains and losses are included in the rate stabilization fund associated with the AARP program. As of
December 31, 2000, the AARP investment portiolio included net unrealized gains of $19 million compared with
net unrealized losses of $34 million as of December 31, 1999.

OTHER POLICY LIABILITIES
Other policy liabilities include the rate stabilization fund associated with the AARP program (see Note 5)
and retrospective rate credit liabilities and customer balances related to experience-rated indemnity products.
Retrospective rate credit liabilities represent premiums we received in excess of amounts contractually owed
by customers based on actual claim experience. Liabilities established for closed policy years are based onactual
experience, while liabillties for open years are based on estimates of premlums, claims and expenses incurred.
Customer balances consist principally of deposit accounts and reserves that have accumulated under
certain experience-rated contracts, At the customer’s option, these balances may be returned to the customer or
used to pay future premiums or claims under eligible contracts.

PROPERTY AND EQUIPMENT

Property and equipment Is stated at cost, net of accumulated depreciation. Depreciation is calculated using the
straight-line method aver the estimated usefui life of the respective assets, ranging from three years to 30 years.
The weighted-average useful life of property and equipment at December 31, 2000, was approximately four years.

GOODWILL AND OTHER INTANGIBLE ASSETS i
Goodwill represents the purchase price and transaction costs associated with businesses we have acquired in
excess of the estimated fair value of the net assets of these businesses. To the extent possible, a portion of the
excess purchase price and transaction costs is assigned to identifiable intangible assets. Goodwill and other
intangible assets are being amortized on a straight-line basis over useful lives ranging from three years to
40 years, with a weighted-average useful life of 32 years at December 31, 2000.

The most significant components of goodwill and other intangible assets are composed of goodwill of
$2.1 billion at December 31, 2000 and 1999, and employer group contracts, supporting infrastructure, distribution
networks and institutional knowledge of $530 million at December 31, 2000, and $550 million at December 31, 1999,
net of accumulated amortization.

LONG-LIVED ASSETS

We review long-lived assets, including goodwill and other Intangible assets, for events or changes in circumstances
that would indicate we might not recover their camying value. We consider a number of factors, including estimated
future undiscounted cash flows associated with the long-fived asset, to make this decision. We record assets held
for sale at the lower of their carrying amount or fair value, less any costs associated with the final settiement.
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INCOME TAXES

Deferred income tax assets and liabilities are recognized for the differences between the financial and income tax
reporting bases of assets and liabilities based on enacted tax rates and laws. The deferred income tax provision
or benefit generally reflects the net change in deferred income tax assets and liabilities during the year. The
current income tax provision reflects the tax consequences of revenues and expenses currently taxable or
deductible on various income tax returns for the year reported.

STOCK-BASED COMPENSATION

We use the intrinsic value method for determining stock-based compensation expenses. Under the intrinsic
value method, we do not recognize compensation expense when the exertise price of an employee stock option
equals or exceeds the fair market value of the stock on the date the option is granted. Information on what our
stock-based compensation expenses would have been had we calculated those expenses using the fair market
values of outstanding stock options is included in Note 9.

NET EARNINGS (LOSS) PER COMMON SHARE

Basic net earnings (loss) per commaon share is computed by dividing net earnings (loss) applicable to comman
shareholders by the weighted-average number of common shares outstanding during the period. Diluted net
earnings (loss} per common share is determined using the weighted-average number of common shares
outstanding during the period, adjusted for the dilutive effect of cornmen stock equivalents, consisting of shares
that might be issued upon exercise of common stock options. In perlods where losses are reported, the
weighted-average number of common shares outstanding excludes common stock equivalents, since their
inclusion would be anti-dilutive.

RECENTLY [SSUED ACCOUNTING STANDARDS

The Financial Accounting Standands Board (FASB) issued Statement of Financial Accounting Standards (SFAS)
No. 133 regarding accounting for derivative instruments and hedging activities. SFAS No. 133, as amended by
SFAS No. 137 and No. 138, establishes accounting and reporting standards requiring that derivative instruments
(including certain derivative instruments embedded In other contracts) and hedging activity be recorded In the
balance sheet either as an asset or liability measured at its fair value. The statemment requires changes in the deriv-
ative's fair value to be recognized in earnings or, for derivatives that hedge market risk related to future cash flows,
In accurnulated other comprehensive income, unless specific hedge accounting criteria are met. The company
adopted SFAS No. 133 within its financial statements effective January 1, 2001, which did not result in a material
effect on its financial position, results of operations or cash flows.

{3) ACQUISITIONS

In September 1999, our Ingenix business segment acquired Worldwide Clinical Trials, Inc. (WCT), a leading
contract research organization. We paid $214 million in cash in exchange for all outstanding shares of WCT. We
accounted for the purchase using the purchase method of accounting, which means the purchase price was
allocated to assets and ljabilities acquired based on their estimated fair values at the date of acquisition. Only the
post-acquisttion results of WCT are Included In our consolidated financial statements. The purchase price and
costs associated with the acquisition exceeded the preliminary estimated fair value of net assets acquired by
$214 million, which has been assigned to goodwill and is being amortized over its estimated useful life of 30 years.
The pro forma effects of the WCT acquisition on our consolidated financial statements were not material.

in June 1999, our Specialized Care Services business segment acquired Dental Benefit Providers, Inc. {(DBP),
one of the largest dental benefit management companies in the United States. We paid $105 million in cash, and
we accounted for the acquisition using the purchase method of accounting. The purchase price and costs
associated with the acquisition exceeded the preliminary estimated falr value of net assets acquired by
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$105 milhon, which has been assigned to goodwill and Is being amortized over its estimated useful hfe of
40 years. The pro forma effects of the DBP acquisition on our consolidated financial statements were not material.

In October 1998, our Health Care Services segment acquired HealthPartners of Arizona, Inc. (HPA), with
509,000 members as of the acquisition date. We paid $235 milllon in cash In exchange for all outstanding shares
of HPA. We accounted for the acquisition using the purchase method of accounting. The purchase price and
costs associated with the acquisition exceeded the estimated fair value of net assets acquired by $223 million,
which has been assigned to goodwill and Is being amortized over its estimated useful life of 40 years. The
pro forma effects of the HPA acquisition on our consolidated financial statements were not material.

During 1998, our Ingenix segment acquired Kern McNeil international, Inc. (KMJ), a leading contract research
organization, and St. Anthony Publishing, Inc. (St. Anthony), a leader in the health care coding and
reimbursement publications market. In the aggregate, we paid $188 million In cash and assumed liabilities of
$17 million in exchange for all of the common stack of KMI and 5t. Anthony. We accounted for these acquisitions
using the purchase method of accounting. The purchase price and costs associated with these acquisitions
exceeded the preliminary fair value of net assets acqulred by $205 million, which has been assigned to trade
names and goodwill and is being amortized over their estimated useful lives ranging from 15 to 40 years. The
pro forma effects of these acquilsitions on our consolidated financial statements were not material.

(4) SPECIAL OPERATING CHARGES

OPERATIONAL REALIGNMENT AND OTHER CHARGES

In conjunction with our operational realignment initiatives, we developed and, in the second quarter of 1998,
approved a comprehensive plan (the Plan) to implement our operatlonal realignment, We recognized corre-
sponding charges to operations of $725 million in the second quarter of 1998, which reflected the estimated costs
to be incurred under the Plan. The charges included costs associated with asset impairments; employee termina-
tions; disposing of or discontinuing business units, product lines and contracts; and consolidating and efiminating
certain claim processing operations and associated real estate obligations. Activities associated with the Plan will
result In the reduction of approxirnately 5,200 positions, affecting approximately 6,400 people in various locations.
Through December 31, 2000, we have eliminated approximately 4,900 positions, affecting approximately 5,000
people, pursuant to the Plan. The remaining positions are expected to be eliminated during 2001.

Our accompanying financial staternents include the operating results of buslnesses and markets disposed of
or discontinued, and markets we have exited in connection with the operational realignment. The accompanying
Consolldated Statements of Operations include revenues and operating earnings {losses) from businesses
disposed of and markets we exited for the years ended December 31, as follows (in millions):

2000 1999 1998
Revenues $ 32 . $ 689 $ 984
Eamings (Loss) From Operations $ 9 $ @) $ (B2

The table above does not include operating results from the counties where UnitedHealthcare withdrew its
Medicare product offerings effective January 1, 2000, and January 1, 2001. Annual revenues for 1999 from the
counties exited effective January 1, 2000, were approximately $230 milllon. Annual revenues for 2000 from the
counties exited effective January 1, 2001, were approximately $320 million.

During 2000, we finalized our agreement with Blue Shield of Californla to transition approximately 210,000
individuals served by our California health plan. Additionally, we transitioned approximately 75,000 individuals
served by our Oregon and Washington health plans to Premera BlueCross and LifeWise. These actions conclude
our planned transition to concentrate resources in the Pacific Coast region on Unlprise national, multi-site
customers and Specialized Care Services customers. We have also transitioned out of the market in Puerto Rico.
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The balances accrued In our operational realignment and other charges were sufficient to cover expenses incurred
in the sale and exit of our operations in these markets.

The operational realignment and other charges do not cover certain aspects of the Plan, including new
Informatijon systems, data converslons, process re-engineering, temporary duplicate staffing costs as we
consolidate processing centers, and employee relocation and training. These costs are expensed as incurred or
capitalized, as appropriate. During 2000, 1992 and 1998, we incurred expenses of approximately $57 million,
$52 million and $13 million, respectively, related to these activitles.

The Plan anticipated substantial completion in 1999. However, some initlatives, including the consolidation of
certain claim and administrative processing functions and certain divestitures and market realignment activities
are requiring additional time to complete in the most effective manner. These actlvities will extend through the
middle of 2001. Based on current facts and circumstances, we believe the remaining realignment reserve is
adequate to cover the costs to be incurred in executing the remainder of the Plan. However, as we proceed with
the execution of the Plan and more current information becomes available, it may be necessary to adjust our
estimates for severance and lease obligations on exited facilities.

The table below is a roll-forward of accrued operational realignment and other charges, which are Included in
Accounts Payable and Accrued Liabilities in the accompanying Consolidated Balance Sheets, through

December 31, 2000 (in millions):
Severanceand  Noncancelable  Dispostion of

Asset Outplacement Lease Buzinesses and
Impakments Costs Obligationg Omher Costs Totad
Balance at December 31, 1997 5 - 5 - 5 - § - $ -
Provision for Operational Reallgnment

and Other Charges 430 142 8 7 725

Additional Charges (Credits) 21 20 ) 8 -~

Cash Payments - (19) ) (13) (38)

Noncash Charges @451 - - - {451)

Balance at Decemnber 31, 1998 - 103 67 53] 236

Additional Charges (Credits) - 22) 13 Q -

_ Cash Payments ’ - (46) (18) (45) (109)

Balance at December 31, 1999 - KL 62 30 127
Cash Payments - 24) {20) (18) 62y

Balance at December 31, 2000 $ - $ 1 $ 4 $ 12 $ 65

MEDICAL COSTS

During the second quarter of 1998, we recorded $175 million of medical cost charges. Of this amount,
$120 million related to Medicare contract losses and Increases to Medicare medical costs payable estimates,
and $55 million related to increases to commercial medical costs payable estimates,
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(5) AARP CONTRACT

In February 1997, we entered into a 10-year contract to provide insurance products and services to members of
AARP. Under the terms of the contract, we are compensated for claim administration and other services as well
as for assuming underwriting risk. We are also engaged in product development activities to complement the
Insurance offerings under this program. Premiurmn revenues from our portion of the AARP insurance offerings
were approximately $3.5 billion during 2000, 1999 and 1998.

The underwriting results related to the AARP business are recorded as an increase or decrease to a rate
stabilization fund (RSF). The primary components of the underwriting results are premium revenue, medical
costs, investment income, administrative expenses, member service expenses, marketing expenses and
premium taxes. To the extent underwriting losses exceed the balance in the RSF, we would be required to fund
the deficit. Any deficit we fund could be recovered by underwriting gains in future periods of the contract. The
RSF balance Is reported in Other Pollcy Llabllities In the accompanying Consolidated Balance Sheets. We belleve
the RSF balance Is sufficient to cover potential future underwriting or othes risks assoclated with the contract.

We assumed the policy and other policy liabilities related to the AARP prograrm and received cash and
premium recelvables from the previous insurance carrier equal to the carrying value of the liabilities assumed as
of January 1, 1998. The following AARP program-related assets and liabilities are included in our Consolidated
Balance Sheets (in millions):

Batance as of December 31,
2000 1999
Assets Under Management $ 1,625 $1,307
Acgounts Recelvable $ 277 $ 276
Medical Costs Payable $ 855 $§ 7N
Other Policy Liabilities $ 932 5 713
Accounts Payable and Accrued Liabilities $ 115 $8

The effects of changes In balance sheet amounts associated with the AARP program accrue to AARP policy-
holders through the RSF balance. Accordingly, we do not include the effect of such changes in our Consolidated
Statements of Cash Flows.
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(6) CASH, CASH EQUIVALENTS AND INVESTMENTS

As of December 31, the amortized cost, gross unrealized holding gains and losses, and fair value of cash, cash
equivalents and investments were as follows (in millions):

Amorlized Gruss Unredlized Gross Unrealized Falr

2000 Cost Holding Gains Holtfing Losses vabe
Cash and Cash Equivalents $ 1419 $ - 58 - $1419
Debt Securities — Available for Sale 3,198 89 ) 3,281
Equity Securities — Available for Sale 201 61 - 262
Debt Securities ~— Held to Maturity a ~ .- 9
Total Cash and Investments $ 4,909 ) $ 150 5 ® $5,053
1930 -
Cash and Cash Equivalents $1,605 $ - $ - $1.605
Debt Securities — Available for Sale 2,605 4 (58) 2.551
Equity Securities — Available for Sale 166 318 - 484
Debt Securities — Held to Maturity 79 - - 79
Total Cash and investments $ 4,455 $ 22 $ (58 $4,719

As of December 31, 2000, debt securities conslisted of $855 million in U.S. Govemment obligations, $1,386 million In
state and municipal obligations, and $1,131 milllon in corporate obligations. At December 31, 2000, we held
$209 million in debt securities with maturities less than one year, $1,227 million in debt securities maturing in one to
five years, and $1,936 million in debt securities with maturities of more than five years.

We recorded realized gains and losses on the sale of investments, excluding UnitedHealth Capital invest-
ments, as follows (in millions):

For the Year Ended December 31,
— 2000 1999 1998
Gross Realized Gains $ 12 $ 9 3 M
Gross Realized Losses (46) {15) )
Net Realized Gains (Losses) $ (34 s @ $§ 26

During 2000 and 1999, respectively, we contributed UnitedHealth Capital investments valued at approximately
$52 million and $50 million to the UnitedHealth Foundation. The realized gain of approximately $51 million in 2000
and $49 million in 1999 was offset by the related contribution expense of $52 million in 2000 and $50 million in
1999. The $1 million net expense of these transactions in both 2000 and 1999 is included in Investment and Other
Income in the accompanying Consolidated Statements of Operations.

In a separate disposition of UnitedHealth Capital investments during 2000, we realized a gain of $27 million.
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(7) COMMERCIAL PAPER AND DEBT

Commercial paper and debt consisted of the following as of Decernber 31 {in millions):

2000 1969
Canying Fair Carying Fair
Value Value Value Value
Cammercial Pager $ 400 $ 409 3 N $ 59
Floating Rate Notes
due November 2001 150 150 150 150
6.6% Senior Unsecured Notes
due December 2003 250 250 250 238
7.5% Senior Unsecured Notes
due November 2005 400 413 - -
Total Commercial Paper and Debt 1,209 1,222 991 979
Less Current Maturities {(559) (559) (591) (591)
Total Long-Term Debt $ 6% $ 663 $ 400 $§ 388

As of December 31, 2000, our outstanding commercial paper had interest rates ranging from 6.6% t0 6.9%. In
November 1999, we issued $150 milllon of two-year floating-rate notes. The interest rate is adjusted quarterly
to the three-month LIBOR (London Interbank Offered Rate) plus 0.5%. As of December 31, 2000, the applicable
rate was 7.25%.

In July 2000, we executed new credit arrangements supporting our commercial paper program for an
aggregate of $800 million. These credit arrangements are composed of a $450 milllon revolving credit facility
expiring In July 2005, and a $450 miliion, 364-day facility expiring in July 2001. We also have the capacity to Issue
approximately $200 million of extendible commercial notes (ECNs). During 2000, we had no amounts
outstanding under our credit facilities or ECNs.

Our debt agreements and credit facilities contain various covenants, the most restrictive of which place
limitations on secured and unsecured borrowings and require us to exceed minimum interest coverage levels.
We are in compliance with the requirements of all debt covenants.

Maturitles of commercial paper and debt for the years ending December 31 are as follows (in millions):

2001 2002 2003 2004 2005
$ 559 - § 250 - $ 400

We made cash payments for interest of $68 million and $43 miillion in 2000 and 1999, respectively. We made no
cash payments for interest in 1998.

41



UnitedHeatth Group

(8) SHAREHOLDERS' EQUITY

REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

Our operations are conducted through our wholly-owned subsidiaries, which include heatth maintenance organ-
izations and insurance companies. These companies are subject to state regulations that, among other things,
may require the maintenance of minimum levels of statutory capital, as defined by each state, and restrict the
timing and amount of dividends and other distributions that may be paid to their respective parent companies.
Generally, the amount of dividend distributions that may be paid by our regulated subsidiaries, without prior
approval by state regulatory authorities, is limited based on the entity’s level of statutory net income and statutory
capital and surplus. Approximately $4.7 billion of our $5.1 billion of cash and investments at December 31, 2000,
was held by regulated subsidiaries.

The National Association of Insurance Commissioners has developed minimum capitalization guidelines for
health maintenance organizations, subject to state-by-state adoption. Many states have adopted and other
states will likely adopt some form of these rules. We do not expect that further state adoptions or implementa-
tions will require us to make significant incremental investments of general corporate resources into regulated
subsidiaries.

STOCK REPURCHASE PROGRAM

Under the board of directors’ authorization, we are operating a common stock repurchase program.
Repurchases may be made from time to fime at prevailing prices, subject to certain restrictions on volume,
pricing and timing. During 2000, we repurchased 31.0 million shares for an aggregate of $1.2 biliion. Since
inception of our stock repurchase activities in November 1997 through December 31, 2000, we have repur-
chased 92.2 million shares for an aggregate of $2.6 billion. As of December 31, 2000, we have board of directors’
authorization to purchase up to an additional 28.4 million shares of our common stock.

As a component of our share repurchase activities, we have entered into agreements to purchase shares of
our common stock, where the number of shares we purchase, if any, is dependent upon market conditions and
other contractual terms. As of December 31, 2000, we have agreements to purchase up to 8.9 million shares of
our common stock at varicus times through 2003, at an average cost of approximately $40 per share.

COMMON STOCK SPLIT

In October 2000, our board of directors declared a two-for-one split of the company’s common stock in the form
of a 100 percent common stock dividend. The dividend was issued on December 22, 2000, to shareholders of
record as of December 1, 2000. The accompanying consolidated financial statements have been restated to
reflect the share and per share etfects of the common stock split.

DIVIDENDS

On February 13, 2001, the board of directors approved an annual dividend for 2001 of $0.03 per share. The
dividend will be paid on April 18, 2001, to shareholders of record at the close of business on April 2, 2001.

PREFERRED STOCK
In December 1998, the company redeemed all 500,000 outstanding shares of 5.75% Series A Convertible

Preferred Stock. At December 31, 2000, we have 10 million shares of $0.001 par value preferred stock authorized
for issuance, and no preferred shares issued and outstanding.
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(9) STOCK BASED COMPENSATION PLANS

The company maintains various stock and incentive plans for the benefit of eligible employees and directors. As
of December 31, 2000, employee stock and incentive plans allowed for the future granting of up to 22.4 million
shares as incentive or non-qualified stock options, stock appreclation rights, restricted stock awards and
performance awards. Qur non-employee director stock option plan allowed for future granting of 825,000
non-qualified stock options as of December 31, 2000.

Stock options are granted at an exercise price not less than the fair market value of the common stock at the
date of grant. They may be exercised over varying periods and up to 10 years from the date of grant. A summary
of activity under our various stock plans Is presented in the table below (shares in thousands):

2000 I 1998
Weighed-Average Weghted-Awerage Weighted-Average
Shares Exemisa Price Shares Exercise Price Shares  Exercise Price
Qutstanding at Beginning of Year 44,080 § 19 36,748 $ 19 M2e $ 17
Granted 8516 §$ 30 14406 §$ 20 1n64 § 20
Exercised (12331) § 17 (4666) & 17 6,758 &% 12
Forfeited (1,455 §$ 20 (24080 $ 20 2419) % 20
Qutstanding at End of Year 38810 § 22 4408 % 19 3,748 § 19
Exercisable at End of Year 1737 § 20 15558 § 17 13,450 $ 17
Ootions Outstanding Ootions Exercisat_.
Welghted-Average .
Number Rerrining Weighled-Average Number  Weighted-Average
Aante of Exercise Prices Qutstanding Option Tem (years) Exexcise Price Exercisable  Exercise Price
$0-820 9,723 6.0 $ 17 6,755 $ 18
$21-330 25,61 8.1 $ 2 10,482 § 22
$31-340 3,269 95 $ 3 130 $ 34
$41-850 207 9.6 $ 4 - 58 -
$0-$50 38810 7.7 $ 22 17,367 $ 20

We do not recognize compensation expense in connection with stock option grants because we grant stock options
at exercise prices that equal or exceed the fair market value of the stock at the time options are granted. If we had
determined compensation expense using fair market values for the stock options, net earnings (loss) per common
share would have been reduced to the following pro forma amounts:

—_ 2000 1999 1998
Net Eamnings {Loss) (in miflions)

As Reported $ 736 $ 568 $ (166)
__Pro Forma $ 660 $ 531 $ (206)
Diluted Net Eamings (Loss) Per

Common Share
As Reported $ 218 $ 1.60 $ (0.56)
Pro Forma $ 204 $ 150 $ (0.67)

Weighted-Average Fair Value Per Share of
Qptions Granted $ 14 $§ 12 $ 8
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To determine compensation cost under the fair value method, the tair value of each option grant is estimated on
the date of grant using the Black-Scholgs option-pricing model. Principal assumptions used in applying the

Black-Scholes model were as follows:

. 2000
Risk-Free Interest Rate 5.0%
Expected Volatiity 49.0%
Expected Dividend Yield 0.1%
Expected Life in Years 45

1999

6.7%
50.0%
0.1%

50

1998
52%
46.0%
0.1%

5.8

We also maintain a nan-leveraged employee stock awnership plan and an employee stock purchase plan. Activity
related to these plans was not material in relation to our consolidated financial results in 2000, 1999 and 1998,

(10) INCOME TAXES

Components of the Provision (Benefit) for Income Taxes

Year Ended Dacember 31, pnmiflons) 2000
Current
Federal $ 33
State 38
Total Current 368
Deferred 51
___ Total Provision $ 418

Reconcillation of the Tax Provision at the U.S. Federal Statutory Rate to the Provision for Income Taxes

Year Ended Decernber 31, (in millions) 2000
Tax Provision (Bengfit) at the

U.S. Federal Statutory Rate $ 404
State Income Taxes, net of federal benefit 29
Tax-Exempt Investment Income (17)
Non-Deductible Amortization 27
Non-Deductible Asset Impairments -
Charitable Contributions (18)
Cther, net B )

Provision for income Taxes $ 419

44

1999

$ 264
36

300

26

$ 326

1999

$ 313
24
(16)

(16
@
$ a2

$

1993

273
31

(184)
120

1998

(16)
19
@5
24
100

18
120
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Components of Deferred Income Tax Assets and Liabiities

Gecember 31, (n milions) ’ 2000 1989
Deferred Income Tax Assets
Accrued Expenses and Allowances $ 126 $ 1
Uneamed Premiums 74 87
Medical Costs Payable and
Other Policy Liabilities 84 62
Net Operating Loss Carryforwards 42 43
Other 10 10
Subtotal 336 303
Less: Valuation Allowances (56) (52)
Total Deferred Income Tax Assets 280 251
Deferred Income Tax Liabilities
Capitalized Software Development (80) (54)
Net Unrealized Gains on Investments
Available for Sale (59 97)
Depreciation & Amortization (12 4)
Total Deferred Income Tax Liabilities (151 {155)
Net Deferred Income Tax Assets $ 128 $ 96

Valuation allowances are provided when it is considered unlikely that deferred tax assets will be realized. The
valuation allowance primarily relates to future tax benefits on certain purchased domestic and foreign net
operating losses.

We made cash payments for income taxes of $352 million in 2000, $214 million in 1999 and $245 milllon in 1998.
We Increased additional paid-in capital by $116 million in 2000, $23 million in 1999 and $47 million in 1998 to
reflect the tax benefit we received upon the exercise of non-qualified stock options.

Consolidated Income tax returns for fiscal years 1996 through 1999 are currently being examined by the
Internal Revenue Service. We do not believe any adjustments that may result will have a significant impact on our
consolidated operating results or financial position.

(11) COMMITMENTS AND CONTINGENCIES

LEASES
We lease facilities, computer hardware and other equipment under long-term operating leases that are non-
cancelable and expire on varlous dates through 2011. Rent expense under all operating leases was
$132 million in 2000, $129 miltion in 1929 and $119 million in 1998.

At December 31, 2000, future minimum annual lease payments under all non-cancelable operating leases
were as follows (iIn milllons):

2001 2002 2003 2004 2005 Thereafier
$ 121 $ 108 $ 95 $ 84 $ 74 $ 340

SERVICE AGREEMENTS

In 1995 and 1996, we entered into three separate contracts for certain data center operations and support, and
network and voice communication services, each with an approximate term of 10 years. Expenses incurred in
connection with these agreements were $182 miflion in 2000, $172 million in 1999 and $162 million in 1998.
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LEGAL MATTERS

Because of the nature of our business, we are routinely subject to suits alleging various causes of action. Some
of these suits may include claims for substantial non-economic or punitive damages. We do not believe that any
such actions, or any othar types of actions, currently threatened or pending will, individually or in the aggregate,
have a material adverse effect on our financial position or results of operations.

GOVERNMENT REGULATION
Our business is regulated at federal, state and local levels. The laws and rules governing our business
are subject to frequent change and broad latitude is given to the agencies administering those regulations. State
legislatures and Congress contlnue to focus on health care issues as the subject of proposed legislation. Existing
or future laws and rules could force us to change how we do business, restrict revenue and enrollment growth,
increase our health care and administrative costs and caphtal requirements, and increase our liability for medical
malpractice or other actions. Further, we must obtain and maintain regulatory approvals to market many of
our products.

We are also subject to various govemmental reviews, audits and investigations. However, we do not believe
the results of any of the current audits, individually or In the aggregate, will have a material adverse effect on our
financial position or results of operatfons.

(12) SEGMENT FINANCIAL INFORMATION

Our accounting policies for business segment operations are the same as those described in the Summary of
Significant Accounting Policies (see Note 2). Transactions between business segments are recorded at their
estimated fair value, as if they were purchased from or sold to third parties. All intersegment transactions are
eliminated in consolidation. In accordance with generally accepted accounting principles, segments with similar
economic characteristics may be combined. The financial results of UnitedHealthcare and Ovations have been
combined in the Health Care Services segment column in the tables presented on the next page (in millions):
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Heaith Care Specdized Corporate

2000 Services Unipnss Care Serves iogenx  and Bmnabons  Consolidated
Revenues — External Customers $18,502 $ 1,505 $ 503 5 20 % - $20,890
Revenues — Intersegment - 520 461 85 {1,066) -
Investment and Other Income 194 P} 10 - 3 232
Total Revenues $ 18,696 $ 2,140 $ 974 $ 375 $ (1,063) $21122
Earnings (Less) From Operations $ 7 $ 239 $ 174 $ 32 $ (34 $ 1,200
Tota) Assets® $ 5118 $ 1,578 $ 525 $ 70 $ (33 $10818
Net Assets® $ 3,085 $ o7 $ 276 $ 617 $ ("3 $ 4843
Purchases of Property and Equipment

and Capitallzed Software $ 88 $ 94 $ 28 3 35 $ -~ $ 245
Deprecigtion and Amortization 5 10 $ 75 $ 25 3 47 3 - $ 247
1909
Revenues ~ External Customers $17,419 $ 1,398 $ 328 $ 198 $ - $19,343
Revenues — intersegment - 445 393 59 {857 -
Investment and Other Income 162 22 5 1 29 219
Total Revenues $17,581 - $ 1,865 $ 72 $ 258 $ (868  $19562
Earnings (Loss) From Opetations $ 578 $ o2 $§ 126 8% 25 § (0] $ 843
Total Assets* $ 7,364 $ 1,411 $ 448 $ 683 $ 206 $10,110
Net Assets’ $ 2892 $ 953 $ 230 $ 573 $ 21 $ 4,869
Purchases of Property and Equipment

and Capitalized Software 3 69 8 n $ 28 $ 28 $ - $ 198
Depreciation and Amortization $ 97 $ 76 $ 2 $ 37 $ - $ 233
1998
Revenues — External Customers $15,463 $ 1,238 $ 274 $ 13 $ - $17,106
Revenues -~ Intersegment - 357 339 52 (748) -
Investment and Other Income 149 29 5 1 65 249
Total Revenues $15,612 $ 1,624 $ 618 $ 184 $ (683 $17,355
Eamings (Loss) From Operations? $ 503 $ 16 $ 1 $ 2 $ 65 $ 858
Total Assets’ $ 6,652 $ 1,499 § 231 $ 472 $ 595 $ 9,409
Net Assets' $ 2,512 $ 840 $ 89 $ 388 $ 555 $ 4,484
Purchases of Property and Equipment

and Capitalized Software $ 80 $ a3 $ 27 $ 10 3 - $§ 210
Depreciation and Amortization $ 90 3 59 3 14 $ 22 $ - § 185

® Total Assets and Nat Assats exelude, wher applicable, debt and accrued Interest of §1,222 milion, $1,002 milkon and $708 mition, income tax-relsted assets of $235 mition,

$163 milkoo and $266 métion, and IncoMe tax-reated labiities of $168 millon, $167 milhon and $4 miRon &s of December 31, 2000, 1955 and 1894, rspoctively,

2 For comparablity putposes, 1998 results are adjusted to exclude $725 myllion of upem.bna realignment and athar charges #nd $175 milllon of charges related to contract oSs-
with cenain morkets and other 10° rhedical costs payable estimates. Including thase chajes, 1998 segment oparal-

hg warningd Qasx) from oparations wama as failows:

Heafth Care Services s [75]
Uniprise 10
Speciaized Care Services 7]
Ingenix s

Total Operatng Segments ey
Comorate 48

Total Cormofidated s “3
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(13) QUARTERLY FINANCIAL DATA (UNAUDITED)

Cuaarter Ended .

{in millions, excent per shase data) _ March3t June 30 September30  December 31
2000
Revenues $ 5099 $ 5220 $ 5369 $ 5434
Medical and QOperating Costs $ 4828 § 4932 $ 5060 $ 5104
Net Eamings Applicable to

Common Shareholders $ 174 $ 1720 $ 182 $ 217
Basic Net Earnings per Common Share $ 053 § 052 $ 056 $ 0686
Diluted Net Eamings per Common Share $ o052 $§ 050 $ 054 $ 063
1999
Revenues $ 4809 $ 4,838 $ 4903 $ 4992
Medical and Operating Costs $ 4,588 $ 4,633 $ 4,664 $ 4734
Net Eamings Applicable to

Common Shareholders 5 132 $ 135 $ 144 $ 15P
Bagic: Net Earnings per Commen Share $ 036 $ 039 $ o4 $ 047
Diuted Net Earnings per Common Shere $ 036 $ 038 $ 040 $ 046

‘ lncludos & 314 mnm nn pcvm-nam tax Lenafll jelated 10 The comribution of UnitedHaalth Captal investments 1o tha UnitedHealth Foundation, Excluding e banefit, et
0 C and Drhsted Net Earnings Par Common Share waete $160 milllon or $0.40 per $harp, respectively.

2lnchdaa . 327 m-lllm pam (317 milion yfter-tax) ralated to tha dispasition of UnitegHealth Caphal investmants. Excluding this gain, Nt Earnings and Diiutad Nat Earnings per

Common Shers wora 3133 mibon and 50.58 par ghare, respactvaly.

3 Includes & nat parmanant tax banaflt priwerly related 1o the contribution of UnkadHgaith Capmal Investments 1o the UnkedHeaith Foundation, Excluding ths baneft, Nat
Earmmgs Applicatle to Common Shamholoars and Diuted Net Earnmps per Common Sharm wene $152 milion and $0.44 per shave, reapactively.
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REPORT OF INDEPENDENT PUBLIC
ACCOUNTANTS

To the Shareholders and
Directors of UnitedHealth Group Incorporated:

We have audited the accompanying consolidated
balance sheets of UnitedHealth Group Incorporated
{a Minnesota Corporation) and Subsidiaries as of
December 31, 2000 and 1999, and the related consol-
idated statements of operations, changes in share-
holders’ equity and cash flows for each of the three
years in the period ended December 31, 2000. These
financial statements are the responsibility of the
Company's management. Our responsibllity is to
express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with
auditing standards generally accepted in the United
States, Those standards require that we plan and
perform the audit to obtain reasonable assurance
about whether the financial statements are free of
material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and
disclosures in the financlal statements. An audit also
includes assessing the accounting principles used
and significant estirates made by management, as
well as evaluating the overall financial statement
presentation, We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the
financial position of UnitedHealth Group Incorporated
and its Subsidiaries as of December 31, 2000 and
1999, and the results of their operatlons and their
cash flows for each of the three years in the period
ended December 31, 2000, in conformity with
accounting principles generally accepted in the
United States.

ARTHUR ANDERSEN LLP
Minneapolis, Minnesota
February 2,2001
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REPORT OF MANAGEMENT

The management of UnitedHealth Group is respon-
sible for the Integrity and objectivity of the consoli-
dated financial information contained in this annual
report. The consolidated financial statements and
related information were prepared according to
generally accepted accounting princlples and include
some amounts that are based on management’s best
estimates and judgments.

To meet its responsibility, management depends
on its accounting systems and related internal
accounting controls. These systems are designed to
provide reasonable assurance, atan appropriate cost,
that financial records are reliable for use in preparing
financial statements and that assets are safeguarded.
Qualified personnel throughout the organization
maintain and monitor these internal accounting
controls on an ongoing bas!s.

The Audit Committee of the board of directors,
composed entirely of directors who are not employees
of the company, meets periodically and privately with
the company’s independent public accountants and
management to review accounting, auditing, internal
control, financial reporting and other matters.

William W. McGuire, M.D.
Crairman and Chief Executive Officer

Stephen J. Hemsley
President and Chief Operating Officer

Patrick J. Erfandson
Chief Financial Officer



CORPORATE AND BUSINESS LEADERS

UnitedHealth Group

William W, McGuire, M.D.
Chairman and
Chief Executive Officer

Stephen J. Hemnsley
President and
Chief Operating Officer

Patrick J. Erlandson
Chief Financial Officer

David J. Lubben
General Counsel

Jeannine M, Rivet
Executive Vice President
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James B. Hudak
Chief Executive Officer
UnitedHealth Technologies

Reed V. Tuckson, M.D,
Senior Vice President .
Consumer Health and Medical
Care Advancement

L. Robert Dapper
Senlor Vice President
Human Capital

John S. Penshorn
Director of Capital Markets
Communications and Strategy

UnitedHealthcare
Robert J. Sheehy
Chief Executive Officer

Ovations

Lois Quam
Chief Executive Officer

Uniprise

R. Channing Wheeler
Chief Executive Officer

Specialized Care Services

Ronald B. Colby
Chief Executive Officer

Ingenix

Jeannine M. Rivet
Chief Executive Officer



BOARD OF DIRECTORS

William C. Ballard, Jr.

Of Counse!

Greenbaurn, Doll & McDonald
Lousviile, Kentucky, taw firm

Richard T. Burke
Former Chairman and
Chief Executive Officer
United HealthCare
Corporation

Stephen \J. Hemsley
President and

Chief Operating Officer
UnitegHealth Group

James A_ Johnson
Chairman ang

Chief Executive Officer
Johnson Capital Partners
Privata investrnent company

Thomas H. Kean
President
Drew University

Douglas W. Leatherdale

_ Chalrmnan and

Chief Executive Officer

The Saint Paul Companies Inc.
Insurance and related services

William W. McGuire, M.D.
Chairrnan and

Chief Executive Officer
UnitedHealth Group
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Walter F. Mondale
Partner

Dorsey & Whitney LLP
Minneapolls, Minnesota, law firm

Mary O. Mundinger

Dean and Professor, School of Nursing,

and Associata Dean,
Faculty ot Medicine
Columbia University

Robert L, Ryan
Senior Vice President and
Chief Financial Officer
Medlronic, Inc.

Medical davices comparty

William G, Spears
Managing Partner

W. G. Spears Grisant &
Brown LLC

New York City-based investrment
counseling and management firm

Gail R. Wilensky
Senior Fellow

Project HOPE

tntemational heatth foundstion

Audit Committee
William C. Ballard, Jr.
James A. Johnson
Douglas W. Leatherdale
Robert L. Ryan

Compensation and Human

Resources Committee
Thomas H. Kean

Mary O. Mundinger
William G. Spears

Compliance and Government

Affairs Committee
Richard T. Burke
Walter F. Mondale
Gail R. Wilensky

Executive Committee
William C. Ballard, Jr.
Douglas W. Leatherdale
William W. McGuire, M.D.
William G. Spears

Nominating Committee
William C. Ballard, Jr.
Thomas H. Kean
Douglas W. Leatherdale
Williarn W. McGuire, M.D.
William G. Spears



FINANC]AL PERFORMANCE AT A GLANCE unitedHealth Group

Growth & Profits = Consolidated’
{n mitfians, except per share data)

Revenues
Continulng Markets Revenue Growth Rate

Eamings from Operations
Operating Margin
Return on Net Assets

Net Eamings
Net Margin

Diluted Net Eamings Per Share

Growth & Profits — By Segment' (in mions)

Health Care Services

Revenues

Eamings from Qperations

Operating Margln

Return on Net Assets
Unlprise

Revenues

Eamings from Operations

Operating Margin

Return on Net Assets
Specialized Care Services

Revenues

Earnings from Operations

Operating Margin

Return on Net Assets
Ingenix

Revenues

Earnings from Operations

Operating Margin

Return on Net Assets

Capital Hems'

{in miltions, except per share data)
Cash Flows from Operations
Capital Expenditures -

Cash Pald for Acquksitions
Debt to Total Capltal

Retum on Shareholders’ Equity
Year-End Market Capitaltzation
Year-End Common Share Price

" Exciudea nonrecurming iterms and apacial spanating charges.
nm - ot meaningtul

62

19a8
$ 17,355
12%

$ 858
4.9%
17.7%
$ 509
2.9%

$ 13
toos

$ 15,612
$ 503
3.2%
20.0%
$ 1,624
$ 161
9.9%
16.7%
$ o618
$ 109
17.6%
105.8%
$ 184
§ 20
10.9%
7.3%
1998
$ 1,071
$ 210
$ 464
mm
11.9%
$ 7,920
$ 2153

1999

$ 19,562
13%

$§ 943
4.8%
19.8%

- 29%

$ 159

1999

17,581

578
3.3%
20.6%

1,865
222
11.9%
22.6%

$ 726

$ 128
17.6%
80.0%

$ 258

L 27

© 0

9.7%
5.4%

1999
$ 1,189
$ 19

20.4%
14.1%

$ 3896

$ 2656

2000
$ 122
12%

57%
25.5%

3.3%

2000

w &

18,696
739

4.0%
24.6%

2,140
289
135%
30.8%

© A

$ 974

$ 174
17.9%
68.8%

375
32
85%
5.2%

© 5

2000

L

1,521

24.7%
19.0%

$ 19,470

$ 6138



INVESTOR INFORMATION UnitedHealth Group

Market Price of Common Stock

The following table shows the range of high and low
sales prices for the company's stock as reported on the
New York Stock Exchange Composite Tape for the
calendar periods shown through February 26, 2001.
These prices do not include commissions or fees
associated with purchasing or selling thls securlty.

High Low

2001
First Quarter 2001

Through February 26, 2001 $ 62.41 $ 51.56
2000
First Quarter 2000 $ 3233 $ 2318
Second Quarter 2000 $ 4450 $ 2888
Third Quarter 2000 $ 5056 $ 39.06
Fourth Quarter 2000 $ 63.44 3 4863
1999
First Quarter 1999 $ 27.34 $ 1972
Second Quarter 1999 $ 35.00 $ 2235
Third Quarter 1999 § 3335 $ 2403
Fourth Quarter 1999 $ 225 $ 19.69

Account Questions
Our transfer agent, Wells Fargo, National Association,
can help you with a variety of shareholder-related
services, Including:

Change of address

Lost stock certificates

Transfer of stock to another person

Additional administrative services

You can call our transfer agent at (800) 468-9716
or locally at (651) 450-4064.

You can write them at:
Wells Fargo Shareowner Services
PO. Box 64854
Salnt Paul, Minnesota 55164-0854

Or you can e-mail our transfer agent at:
stocktransfer@wellsfargo.com

53

investor Relations
You can contact UnitedHealth Group’s Investor
Relations group any time to order, without charge,
financial documents, such as the annual report and
Form 10-K. You can write 10 us at:

Investor Relations, MNGD8-T930

UnitedHealth Group

PO. Box 1459

Minneapoalis, Minnesota 55440-1459

Annual Meeting

We invite UnitedHealth Group shareholders to attend
our annual meeting, which wili be held on Wednesday,
May 9, 2001, at 10 am., at UnitedHealth Group Center,
9900 Bren Road East, Minnetonka, Minnesota.

Dividend Policy
UnitedHealth Group's dividend policy was established
by the board of directors in August 1990. The policy
requires the board to review the company’s audited
financial statements following the end of each fiscal
year and decide whether it is advisable to declare a
dividend on the outstanding shares of common stock.
Shareholders of record on April 1, 2000, recelved
an annual dividend for 2000 of $0.015 per share.
On October 24, 2000, UnitedHealth Group’s board
of directors declared a two-for-one stock split. On
February 13, 2001, the company’s board of directors
approved an annual dividend for 2001 of $0.03 per share.
The dividend will be paid on April 18, 2001, to share-
holders of record at the ¢lose of business on April 2, 2001.

Stock Listing
The company’s common stock is traded on the New
York Stock Exchange under the symbo! UNH.

Information Online
You can vlew our annual report and obtain more infor-
mation about UnitedHealth Group and Hts businesses via
the Intemet at:

www.uynitedhealthgroup.com
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UnitedHealth Group Center
9900 Aran Read East
Minnetorka, Minnesota 55343
(800) 328-5979
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LETTER FROM THE CHAIRMAN

Each year I write to vou discussing the strength of our company’s annual
performance. its key elements aud the conrinuing growth strategies we are
pursuing, which have now created a decade with a compound annual growth rate
of 25 percent. This year's results demonstrate rhat our momentum remains as
strong as ever, and we are poised 10 sustain and advance our performance as we
enter 2002. T will depart from my customary approach and — afier a brief discussion
of 2001 results — focus the balance of this letter on the important challenges
within our national health care system, how all of us can begin 10 address these

challenges, and where we envision our company s role going forward.

This discussion is critical because our various stakeholders need to understand
the issues to be faced within a.broader strategit context. Broader vision is really
what matters here, since the future opportunities for UnitedHealth Group are
ultimately intertwined with the positive evolution of our natien's health care
policies. Our approach to building shareholder value will be shaped by the

direction our nation’s healrh care system pursues.
2001 FINANCIAL RESULTS

The future direction of UnitedHealth Group remains unchanged, propelled

not so much by prior successes. but by the powerful future opportunities that

are a product of the continuing pressures on our health care system and the

growing needs of all those who participate in and depend on it. We have

responded positively to those needs in the past, and our sﬁrong 2001 results

" underscore our adya mung (‘dpdblllt](:“:

> Revenues rose more than ll percent to $23.5 lehun representing a .more

diversified and bdlal"lCG 8 | revenue stream than ev er before.

> Larmngs per share f‘or 2001 grew 33 percent, follomng a 3& percent increase
from 200@ : :

R Cash ﬂows from Oper'ltlons mcreased to mote tl‘ldl’l $138 bllhon acl percent
,mcrease . ;

> Retum on eqmty rosa to more rhan 24 percent for the year. _

> V\. prowded services to over 1 4 mﬂhon more Americans thar i 2000 and

now dl]‘e(,ﬂ} serve more than 38 milliorr people f_hmug.h ‘OUr companies.”

> As many stocks suffered the effects of a broad economic downtum our

- share prlce mcreased 15 percent in 2001, fo]lomnga 130 pen.ent increase”,

in 2000 and a23 percent mcrease in 1999 - S

> We took’ maJor steps forwald in Intemet services opex anona] advancements

“to simplify servlces, and core system modernizauon to enhance current

- per formance and tuture ﬂexrbﬂny
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The pages of this annual report document the depth, qual ity and diversification
of our performance. providing clear and comprehensive analysis. discussion
and disclosure. Accordingly, T will not delve further into that arena. but instead
will offer some views on our nation’s health care systern. [ come to this discus-
sion nor just as the chairman and chief executive of one of our nation’s leading
health care companies. but as a former practicing physician, medical researcher.

a shareholder and, most importantly. 4 deeply concerned fellow citizen.
OUR NATIONAL HEALTH CARE SYSTEM: CHALLENGES AND HOPF

T'his discussion is driven in part by personal disappointment and frustration
with aspects of our nation's health systern that are today sub optimal. But 1 am
more motivated by hope and determination, feelings that are magnified when -
I consider the performance of UnitedHealth Group and its contributions to
advancing health and well-being in the past year ar, in fact, over the past
decade. 1 firmly believe we at UnitedHealth Group can play a leadership role
in ar_ldressing the challenges facing our nation directly and advance them fo

higher national prominence.

Make no mistake, these challenges are immensc and are becoming more pressing
by the day. From a failure Lo build a medical systein based on science and
efficiency, to vast and growing numbers of uninsured citizens, to the swelling
rariks of those in need of chronic disease management, to wide variations in
care delivery and inefficient use of resources: all of these problems suggest our

health care system is seriously troubled and faces expanding challenges.

At its best, ours is a svstem of truly great assets and resources, unparalleled

© science and rechnoloav and miraculous outcomes. But it is also an environment

characterized by ﬁagmcmed hedlth care “sysitems” and agendas, unsupportab]e
variation in clinical approaches to care, maldistribution of health services by .
geographv anel population segment, loose definitions of essermal care sernces

no. dgreement on what constitutes quality or even safety, a nenet al unwn]]mg .

" ness to mdke chcnres or givé up o any chance for, 1mprovement namatter

_~how remote. and a very weal[hy and hugel} camumpt.we socxefy S - -

Ag'lmsr, that ba(,kdrop our. ndtmnal hedlth care expendltmes wxll exceed
$1.5 trrlhon tl:us Year. roughlv 14 percent of the LS crrc::ss domesuc produr,t
' and are prolected to mcrease to more than $2. 0 trillion, or 16 perc::m. of ~
our GDP by 2010. Our fundamenral problem is not that we ‘spend too litde,
nof is it that we fail to general]y‘covcr enaugh benef' ts or _services: Instead. -
ve too often fa11 to spend w1selw or dpproprlatdy, and we have’ not created a
coherent system bull( on science, efﬁcrcnc_\, and optmnl V'rlue for each and

every one of our cmzens PP - o e .

Inv response to these lssues. our ndtion s efforts haye: for too long vsorked at the

- edges af the problem The opportumty to lmprove our hea]th care. system dl'ld
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in turn, the health and well-being of every individual. Ties in addressing under-
lying issues with approaches and tnals that bridge populations, geographijes
and economics. The result should be a more efficient, simplified health system
that is predicated on science and evidence in the utilization of its TesOUrces.
Applied 10 all populations. it can function more effectively to lessen suffering
and improve outcomes and. ultimately, will cost less while extending its bene-

fits Lo every individual.
FIXING THE SYSTEM: GOALS AND SOLUTIONS

Our goal must be no less than essential health care for all Americans. 1This
will not be easy, given the endcmic challenges of our health care system. But
the result of our shostcomings now — just as in years past — is.a waste of
valuable resources and dollars. significantly escalating health care costs and
decreasing access to essential care for many. This status que cannot, and

should not, continue. Lefr unaddressed, it will ultimately impose a social

- cost we cannot alford.

As part of addressing these issues. | suggest. the following course of action:

> FIRST, we must promote a process that clearly defines what constitutes a
basic health benefit package, and then work to deliver these basic benefits to
everyone. The government should lead in this etfort. since no other sector of
our society can possibly spearhead such an initiative and support its ultimate
authority. Importantly, in this endeavor we must avoid weighing down the

process with too many agendas and avoid the narrow rheton’c. of self-interesr.

l do not advm ate a broader role for government in oper aling our healrh
services or adding. further mwrage mandates for rhe prware sector. I am also

opposed to a single payer healrh system. Indeed, there is no ewdence than

- services cperated by gov unment are more effective or can outperform the

private sector, and there is som(, evidence that “ould suggesc the opposue What
is needed msread starts-with an mformed pubhc consensus on the necessar}
attributes of a miniroum, essential health bf-neﬁt pack'zge made available to all o

and funded both by government dﬂd pnvate sources as: appx opnate for the -

‘population in question. me there, it can fall to the pnvate SeCtor— mcludmg
- hospitals, phxsu:lans and ralated health professionals, emplovel $, health plans

a.nd other 1ntermed1aue-t: — Lo make these beneﬁh ava.llab]e in the markel—

B} place as cost- effectnely and creatwely as possﬂﬂe So-ca].[ed nonessentlal and

dlscretionarv benefxtscan then be made avmlable as supplements based on the\

’ w1llmgness of an mdmdual employer or. other party to pav for. them ina.

An essentla] dlld basic benet‘ t package 5hould bf- based on firm evrdence ()f the
effectiveness and the cost eﬁ”menq of its components -and mclude a mimmum -

set Of health promotmg, health pro(e(,ung. dxagnostlc therapeunc dlld restorame
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Tools and approaches
ther facilitate e[)fcienq,
accuracy and Jower
costs - - such 'as the
use of the Internet

for communication
and data flow — must
be actively promoted

and adopred.
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elemenis. Accordingly. it may exclude many benetits and interventions now
included in governmentfunded programs. as well as several current srate or
federal mandates that are unproven or nonessential. Qther areas such as
palliative care and selected behavioral health services may need ro be
strengthened. Clearly a challenging concepl even if approached properlt,
the result would be critical service availability for all people, coupled with
the potential for significantly improved resource deplovment, curbed

consumption, outcomes improvement and cost savings.

> SECOND, the administrative components of health care services need across-

the-board simplification and standardization. Some of the core processes in the
industry scream out for uniformity and interconnectivity. The current fragmen-
tation in health care’s administrative infrastructure — and the associared waste

and inefficiency — 15 simply uniacceptable in-this day of advanced technology.

Participants in the health care arena, including companies such as our own.
must step forward and jointly align basic data requirements, processes and
guidelines. Tools and approaches that facilitate efficiency, accuracy and Jower
costs -— such as the usc of the Internet for communi-cation and data flow -
must be actively promoted and adopted. This means dislocation of some estab-
lished but inefficient prior practices and venues, wh-ich is entirely appropriate

given the issues and opportunity.

In this endeavor. government regulation must be prudent and applied carefully.
Far too frequently we stifle efforts such as these with over-burdensome regulation,
which in turn adds incremental costs and process complexity. But done properly.
the rewards can be meaningful and rapid. This has been well demonstrated with
UnitedHealth Group’s deployment of free Internet portals that establish links -
with physicians. employers and individual_coqsumei*s; In these cases, we have
been at thé forefront of best hractices and. our efforts give a clear view of the
‘gains to bc madg on behalf of all constltuents Yet, we have only ':cratchcd the

surface inthis area

S THIRD e\ndence-based medlcine should be -upheld as: the standard of quahty

Academu, mechra] r,enters physu:lans and then' pr OfES!-lGlTId]. societies need to

. step fomard and belter defme promulgdte and enforce a smenuﬁc and N

evndence based system of medlcal practice. As) physxmans we have often failed

- 10 Oprunue ‘medical decislon makmg and the resultant health r.are outcome-s

and thus havc not adcquatelv fulhlled .our obhgauons. We must be equal]v

) concemed by under use of appmpnate mterventions that have proven scientific -

= effecuveness. and ‘the overuse of medical mterventlons that are not supported

bv good scxence or whose Lost-beneﬁt relauonshlp is suh~opt1mal Medl('me isa -
" science- based profesmon and the Mde varlatlons that we Witness in’ chmcal

pracnce too often represent poor quahty care and wasre of valuable resourc,es
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The distributiou of up to date, scientifically based information to physicians
and other health care providers needs 10 be expanded. We have extensive
evidence that such efforts are well received and have a positive impact on
approaches to care. Our UnitedHealth Foundation has documented this
receptivity for information and support through its twice vearly distribuiion of
Clinical Evidence — 1he definitive text on evidence-based medicine produced
by the Brirish Medical Journal — 1o 500,000 physicians and other health
professionals. ln addition, we have experienced a significant and dramatic
increase in use of the [nternet as part of our business efforrts to support
enhanced integration of clinically relevant knowleclgé into medical pracrtice,
and provide physicians with feedback on their actual clinical practices

compared against evidence-based standards.

On a related point, we should as a nation wholeheartedly support our federally
operated research enterprises such as the National Insiitutes of Health as part
of our ongoing investments in promoting scientitic and evidlence-based health
care. It is essential that we maintain our leadership and conrributions in
medical research and discovery — for our nation and the world — and in

turn apply their output to our society as a whole.

> FOURTH, health consumers must receive better information and decision-
support tools as they participate, along with their physicians, in making health
care decisions. The explosion in consumer information sources. combined
with the Internet, provides both important opportuniries and some risks.

Information can enhance individual decision-making and help bridge gaps m our

- fragmented health delivery system. so we must promote thiis etforr. AL the same

time,; appropriate safeguards regarding the validity of data content as well as rhe

privacy and conhclentmhty of individually 1dent1fab1c health mtormauon are

_essential. A key part of rhe cha]]enge therefore, in providing health consuners

. with Detter mformanon ancl decision support, is striking a balance bctwccu 5afe—

’ guardmg pnva(v dl’ld avon(lmg over- regulduon of health mformatlon sources.

v

. Servmes that he]p faczhtate- care regxmcns, 1dent1fv gaps in care that md} result
in subﬂptimal outcomes, and direct preventwe efforts in anticipation of futyre .

health issues are. emerging today and should be promoted. Used inthe

: inicreasingly comaplex ¢ ennronmem ‘of health care t1oday, they becume valuable

ad;uncts to phwxmans pauems and families. This will become even more

._1mportant as our populauon ages and chronic cltsease. becormes more prevalem_

" These services-and the mformation systems and tcxhnology upon whu:h they

" -are builr, warram ‘our support and promouon.

B The effm'tq and investments by UmtedHedth Grou p in this arena hawe cledrly

been of value to physu:lans by helpmg them lmplement climca.l reg1mens and

B hth alert to variances- in clinical care dpproaches to patients.. by fauhtatmg

" treatrment’ programs, and he]pmg them navlgate through complex issues; and
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As all of us address

the challenges and
pi:rsue the opportunities
for improverwent.

T believe that
UnitedHealth Gioup
caz dermonstrate many
of the berter 1vays to

approach health care,
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(;'Izairma-p and Chief Evcakciﬁ Officer - . -

to employers and other health care payers, by lowering costs and improving
the health status of those affecied. Better resource urilization and nnproved
short-term outcomes will translate into enhanced long term health and more

appropriate economic outlays. Needless to say, these are positive gains for all,
LOOKING FORWARD: ACTION AND OPPORTUNITIES

Qur nation has the most sophisticated and technology rich health care svstem
in the world The wagedy of our nation’s health care system is that. in spite of
its many impressive features. 1t has ultimately failed to inake even basic carc
consistently available to all of our citizens. While all of these considerations
illuminate the shortcomings of our health care system, they also highlight the
magnitude of the opportunity for our society by appropriately utilizing the

maiy tools that are already at our disposal.

The rime for action is now. UnitedHealth Group remains carmmitted to being
a leader in resolving the problems and issues now chromnic to our health care -
systern. And we will pursue solutions on all fronts. We will continue (o engage
our national leaders to address fundamenral issues rather than narrow interests
that fail to advance the whole. We will continue to work with the medical
community to strengthen the fact-based clinical evidence resources at their
disposal. and to press for cvidence based medicing 1o be upheld as the standard
of quality and safery. Qur investments in Lecl‘lnolog,y. informarion tools. facilitation
of care and basic aperating disciphnes will help for years to come in acldressing
the challenges in our health care system regarding simplicity, efficiency. and
analisis and distribution of important data in order to facilitate informed

decision-making.

Resolving our health care problems, while retaining and enhancing all that is

good in our hcalth care system, will not happen overnighe or without some
pam As all of us address ihe challenges and pursue the opportunities for

unpro»cmcnt 1 believe that UnitedHealth Group can demonstmtc many of the

- better ways to approa(‘h health care. That, in rurn; has the- potenha] to sigiifi--

- cantl) enhance shareholder value: Yet there is-far more at stake. Since our -

mceptmn, we have sought, to conrribute toward the Lreatton of a more effective
health care system that can provide for the well- being of our nation and all of
its peop]e without excéptions. We would not be in this bisiness other\'vi*:o I
promisé 10 you that we will continue to do our part in advancirig thlS naliona]

dxscussmon whlle helping to provxde tangﬂ;le solunons and services.

Smcerely,
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UnitedHealth Group

UnitedlHealth Group provides a comprehensive and diversified array of health and well-being services
through five operating business segments. Across alf of its businesses. UnitedHealth Group advangces its
long-standing and fundainental commitmenr (o broad and diverse access to care. choice based on
corsumer needs, simplicity in the health care experience, information to drive good decisions and
improve products. help in facilitating and coordinating access to services. and support for patient safety.

UnitedHealth Group improves health care by focusing on key performance areas:

> Improving processes. Through focused arrention to process simplification and the pracrical
application of advanced technologies UnitedHealth Group continues to simplify the health care
experience and provide quicker. more ¢fficient service options for customers.

KEY FACTS

> Advancing technology. Over the past three years. UnitedHealth Group has invested more than
$600 million in modernizing systems L0 strengthen customer interactions. :

> Using knowledge and information. UnitedHealth Group's dara and informartion capabilities help
custorers. physicians and individual consumers make more informed liealth care decisions. ;
Thesc capabilities also help us design better and more innovative products and services.

> Driving innovation. UnitedHealth Group continues to build on a tradition of business and product
innovation. UnitedHealth Group is the clear leader in benefit product design, technology-based :
solutions. database analytics and services, and administrative services. ;

> Operating discipline. UnitedHealth Croup operating disciplines demand accountability and
ownership, align people and assets. and set goals and measure the resulis. Focused operating ;
disciplines ensure thar maximum value is delivered for every health care dollar spent i

[ FINARCIAL PERFORMANCE | . - e

w2000 . - - -0 1d@g - ¢ -

(mmlllmm) - IR .
- | Revenues |7 ) § 21227 g 19562l b
' Earnings From. Opt-'ratmns $ j ST 64% 7
.} Operating Margin R ’ : 48%
i Cash Flows From Operating Actmues $ 1521 $-1,189 - R
'Capztal Expenchtures ; o $ 245 . $-196-.i

255% - - L 198%) -
190% .. 141%;:. -
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> Uniprise
> Ingenix
> UnitedHealthcare

> Qvations

v

Specialized Care Services

Our diversified business segments
use advanced technologies and intense market focus

to design and deliver
MORE I NNOVATIVE

health and well-being services.

FALE E LmiredHealth Group



Uniprise

Uniprise is the leading provider of benefir delivery and service solutions for large. complex
employers and insurers. In 2001, Uniprise served more than 1.3 million new individuals and

currently serves more then 8.5 million individuals associated with nearly 300 organizations.

EFFICIENT, SIMPLIFIED SERVICE

Uniprise operates an advanced service environment thati provides employers and their employees
with faster. more effective service at a lower cost. Uniprise has a flexible and scalable infrastrucrure
built on an integrated operating platform. which can cornbine UnitedHealrthcare networks.
benetits from Specialized Care Services. and benefit offerings from outside sendors chosen by |
customers Lo create sirnple, broad-based bencfits packages.

KEY FACTS

Uniprise is a clcar leader in Internet-based service capabilities, giving customers online. real-time
access to services, transactions and information through fully functional, Web-enabled service i
portals. A single login gives employers easy access to integrated transaction services including:

> Enrollment services. Instant access to integrated eligibility data enables single-entry eligibility !
changes and real-time eligibility updates.

i > Claim services. Employers can access éggregated claim data instantly.

> Reporting. A fully integrated desktop solution gives employers reporting and analviic rools
i that help them evaluate performance and identify trends.

> ‘Electronic billing. Electronic billing capability eliminates paper invoices and cnables employers

to review and adjust bills online and remit payments clectronically. This service. which is surpassing
planned adoption targets. reduces costs and simplifics administrative processes for customers. !

i BROAD CARE ACCESS AND EXCEPTIONAL VALUE

Uniprise delivers exceptional value through access to the entire UnitedHealth Group universe
ioaf hospitals, clinics, physicians, pharmacy services and ancillary care providers. Vast and easy
access o services at exceptional rates translates into aggregate cost advantages for employers

i - and consumers.. y g : ’ )

D p—

FINANCIAL PERFORMANCE | ST o

{inmitdons) - .. . 2000 - - “zomo

Revenues - - . o.% 2462 0§ 2.140-  -%
| Earnings From Opeérations” o ~$: .34 % .28 - . -%
i Operating Margin'- - RN 152% .- - -13.5%

ReturnonNétAssets = - =2 - 1: . 372% . 306% ..

'
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Ingenix

Ingenix is an international leader in the field of health care data analysis and application. The
company serves pharmaceutical companies, health insurers and payvers, health care providers.
large enplovers and government entines on a business-to-business basis with a broad portfolio

of data rools. publications, and research and consulting services.

KNOWLEDGE AND INFORMATION SERVICES

A leading innovator within the health inlormation and analytics marketplace, Ingenix contunues
to introduce new services that help clients leverage information assets, gain clinical and financial
insights. advance the quality of health care delivery and adminisiration and improve cost
managernent. Ingenix has several recent product innovations. :

> Parallax /™ aggregates health data from multiple systems, enabling users to identify and analyze :
multitaceted benefits issucs.

> Galaxy clinical database integrates longitudinal, population-based clinical information from
multiple sources (o enable statistically valid incasurement and analyses of health care utilization,
effectivenicss and cost,

> Predictive modeling tools identify iridividuals witli the greatest need for diseasc management and -
care facilitation and delineate potentlal.interventions that will henefit them.

INTEGRATED PHARMACEUTICAL SERVICES . :

Ingenix is a leader in scientific-based solutions that help accelerate the development and adoption of
new therapies on a global basis. Services include clinical research, economic and outcomes research,
drug safely research, and patient registries. medical education and communications. Ingenix was t
i the topranked contract research organization in the United States in a survey of 405 investigative
: sites published in July 2001 by CenterWatch, a premicr information source for the chmcal trials :
¢ industry. Ingenix is developing new' Wob based sc)lumms o

> Electromc data capture glves customers the ability to enter and access real-time data on clinical |
trial information. '
i . > Interactive Web-based defivery of medical ¢ducation programs will enable up-to-the-minure

i access o clinical information and extend the reach of educational programs and services. i

- -FiNanciAL PERFORMANCE ]

.(.inm'jllic'ms)' ' ) ' a T 20m " 2000 S 1999 -
Revenaes --. I $ 447 % . 375 $ . 258 -
Barnings From Operations - .- - B 1 48 $ .32 $ . -25

o " Operating Margin S LT 109% 0 - 85% . - 979
;_Return on Net ASsets oo L TA% 52% . 5.4%]
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Health Care Services

The Health Care Services business segment includes the results of the UnitedHealthcare

and Ovations businesses.

u

nitedHealthcare

UnitedHealthcare organizes health and well-being services for small and nyid sized emplovers.

Unr

iitedHealthcare currently scrves rmore than 7.5 million people associated with small business

employers that have two to 50 employees and larger emplovers with up to 5.000 erployees,

KEY FRCTSU_

PAGE 1_8 .

BROAD AND EASY ACCESS

UnitedHealthcare provides individuals with simple, converient access to a broad and diverse
spectrumn of fully qualified physicians and health care providers. Products are designed to promote
direct access to the most appropriate care. and the comparny leverages the aggregate buying power of
more than 16 million individuals to offer these services at fau prices for both health care buyers and
providers of care. UnitedHealtheare strives to help physicians deliver quality care, using a collection
of datasharing tools 1o provide physicians with meaningful informaton they can use to improve the
consistency of their clinical performance.

FACILITATING CARE

UnitedHealthcare employs éspectrn un of easy-to-use service tools and capabilities that help people
access the care they need. This includes health information and education services. personal
care faciliration and advocacy services. and pharmacy services.

SIMPLIFIED SERVICE

Web-enabled technology taols help UniredHealtheare improve and simplify service.

> Mare than 700,000 houscholds representing 1.4 million individuals are registered with
myuhc.com — the company’s consumer-focused Web portal. Through myuhe.com, individuals
can check their eligibility for benefits, review claim status. order. ID.cards, locate physicians,
manage flexible spending accounts, order prescriptions and reseacch more than 1,000 health
and vmll being top1cs.

- lntc'-rner services for physu:lans enable them to check benefit ehg]bﬂlty for their patients, submit

claims, and review claim and payment status. As of year-end, office practices representing more than
100,000 physmans were using the Web site, By year -cnd 2002, an additional 200 000 physicians arc

* projected te adopt rhn service.

> Small bustness bl okers can cnter the sales procesx using a- Web b'\scd dlS[ﬂbuthﬂ portal
Apprf)ledtle 20 percent of new stoall business accounts are currently sourced through this site.

- By year- end 2002, 50 percent of the Compdn\ 's active small 1)usmegs brokers will- use this Web site. -

LnitedFeath Groug




Ovations
Ovations is the largest business in the United States devoted exclusively to meeting the health

and well being needs of individuals age 50 and older.

SERVING AARP

In 2001, Ovations realized 10 percent enrollment growth in active AARP Medicare Supplement
benefit plans. Ovations also reintroduced the AARP hospiral indemniry product with modermzed
benefits for individuals ages 50 to 64.

KEY FACTS

OVATIONS HEALTH AND WELL-BEING SERVICES

The nising cost of pharmaceutical products is one of the most significant issues affecting older

Americans. Ovations operates the largest pharmacy discount drug program in Aincrica for AARP
. members, with annual revenues of more than $300 million. As part of thus business, Ovations also

provides older Americans with a broad range of non-prescription health and well-being products.

H

i

EVERCARE

Evercare offers complete, individualized care planning, care facilitation and care bencfits for
aging. vulnerable and chronically ill indwiduals living on thoeir own. or in cormnunity-based and
assisted-living settings. Evercare serves nearly 200.000 individuals nationvide.

[ FINANCIAL PERFORMANCE - HEALTH CARE SERVICES ]

{in millions)” : - ' 2001 - . 2000 . 1989

| Revenues — UnitedHealthcare * - * - $716237 . §: 15,005 $ 13044 |
| Revenues— Owations©  ~ * .. § 4257 $-3691 . $- 3637 |

‘Reveﬁues.— Health Care Services T . '$ 20494 . -1--8,696 % 17_-,581-\
~'{ Earnings From Operations _ - .-~ § 944 $ 739 . § ° ‘578 -

{ OperatingMargin =~ - -~ - - - - ) 46%. . - 40% - 33%:
“{ RernonNet Assets = . _.292% . 246% . 206%
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__Specialized Care Services

Through eight, high-performing business platforms. Specialized Care Services offers a comprehensive

array of benefits, services and resources that help customers access complex and specialized care and

fulfill personal needs.

KEY FACTS

- [ FINANCIAL PEREORMANCE ]

> United Behavioral Health provides employee assistance. mental health/substance abuse and
work/ family services for 22 ruillion individuals. United Behavioral Health is the national
leader in these services.

> Optum’ offers personalized delivery of health and well-being information, resources and
services through the Internct, telephone. prut, ¢-mail, fax, audiotape and personal support.
Opturn services are available to approximately 19 million individuals throughout the United States.

> United Resource Networks provides more than 2.00{} healrh plans, insurers, employers and
other payers — which in turn deliver benefits to more than 40 million individuals — with
access to the nation’s leading specialized networks. United Resource Nétworks provides access
to clinical centers of excellence for organ transplants, cancer resource services and congenital
heart disease services.

> Dental Benefit Providers is onc of the nation’s largest nenvork-based dental services companics.
offering access to alTordable dental care to approximately 3 million individuals.

> Spectera is a leading provider of vision carce benefits for more than 6 milllion individuals
throughout the United States.

> National Benefit Resources offers network-based benefit products and services for self-insured
emplovyers through independent third-party administrators

> ACN Gr-oup provides network-based chiropractic, physical therapy and other complementary
health care services. ACN Group currently serves more than 6 million individuals in 20 markels.

> Life and Accidént Benefits provided through Specialized Care Scrvices give small and
medium-sized erployer groups a convenient and simple way to deliver a total benefits
package to their emplovees. '

] (irimillir-_m-s') C - " . 2007 _ - cibdo T . 19m8°
: Revenues ) S $ . 1,254 $ -974 - % 726 |
{ Barnings From Operations - * .8 24 - $.- T4 0§ -i28 F
1 Operating Margin = - - -~ . - 1 171% - 179% _1%6%]
"} RetunonNetAssets . . . © L 591% . “688% - - 80.0% -
P._k‘GF 20 UnupedHeakth Grog - N | ) ) B




FINANCIAL REVIEW

Focused business execution and
sustained business management disciplines

promote
MOREPRODUCTIVE

products and services

and help drive superior performance.
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RESULTS OF OPERATIONS

2001 FINANCIAL PERFORMANCE HIGHLIGHTS

2001 was @ very strong year for UnitedHealth Group, as the company conunued Lo advance diversified

business growth and productivity improvements. Financial per furmance highlights include’

» Record revenues of $23.5 billion. an 117% increase over 2000.

> Record operating earnings of $1.6 billion, up 317% over 2000, with each business segment delivering
strong advances in year-over-vear revenue and operaling earnings. ’

» Record net rarnings of $913 million and diluted net earnings per cornmon share of $2.79,
representing increases over 2000 of 30% and 33%. respectively.

> Reecord opceraring cash flows of more than $1.8 billion, an increase of 21% over 2000,

> Consolidated operating margin of 6.7%6, up froin 5.7% inn 2000 driven by productivity gains, effective care
Facilitation efforts, and favorable mix shift from risk-based products o higher-margin. fee-based products.

> Return on sharcholders’ equity of 24.5%, up from 19.0% in 2000.

! Where applicable, 2000 results eactude the effecls af separate dispositions ol Urated? {ealtl: Capial rmvestrments, further
Br 3 i3 P
deseribect i toownete 1 at rhe borron of this page.

[ollowing is a five-year summary of selected financial data:

L mfusny oacept per shane datal 2001 2000 1957
CONSOLIDATED OPERATING RESULTS : .
Revenues $23454 : 521,122 $11,794
Earnings {Loss) Fromn Operations $ 1,566 i S 1,200 § 742
Net Famnings (Loss) $ 913 5 736 S 460
Net Earmings (Loss) Applicable
o Comunon Sharcholders $ 913 ¢ % 736 3 368 § (214§ 431
Basic Net Earnings (Loss) i
per Common Share $ 292 @ 5§ 227 5 163 $ {0.56} s Lis

Diluted Net Farnings (Lows)

per Common Share $ 279 - s 219 S 1.60° $ (056)° S 13
Common Stock Dividends per Share $ 003 @ s 002 _ 5 002 $ 0,02 S 00z
CONSOLIDATED CASH FLOWS :

FROM OPERATING ACTIVITIES $ 1844 | $ 1521 § 1,189 $ 1,07 § 683 i
CONSOLIDATED FINANCIAL CONDITION ‘ '
(4sof Deceaber 3ty N :
Cash and Tnvestments $ 5608 | § 50353 $ 4719 $ 4,424 $ 4041 |
Total Assets $12,486 | $11,053 $10.273 $ 9,675 $ 7623 |
Debr $ 1,584 1 s 1,209 5 991 $§ 708" $ -
Convertible Preferred Stock $ - i s - $ - K -4 § 500 i
Shareholders’ Equity $ 3801 . S 3688 $ 3.863 $ 4038 $ 4,534 |
Return on Shareholders’ Equity 24.5%: 19.0% 14.1% na“ 10.4 %}

Results of Operations should e read wogrther wirh the accorapansing Consnlidated Financial Statements and Notes.

L 2060 results include a $14 mullion net permanent tax benefit related to the contributlon ot Unitedilealth Capital investments
. s 2 : pha

to the UnitedHeallh Foundarion and a $27 million gain (317 million afcer tax) relaied to a sepavate disposition of UnitedHealth

Capiral invzstmenss Bxeluding these items, Net Larmngs and Diluted Net Earnings per Cominon Share ware $705 million and

$2.10 per share.for ilie year ended Deceruber 31, 2000.

21999 rosults Include a net permanent tax benehit primarily related to the contribution ol UnitedHeaith Capiral ineesumenis to

the UinitedHeaith Foundauon. Excluding thus benefit, Net Earnings and Diluted Net Earnirgs per Common Share were

3583 mihion and $1.39 per share.

3 Excludinyg the operational realignment and gther charges of $723 million, $175 anllion of charges 1elarcd 1o conrract losses

associated with ceriain Medhicare markets and other increases to commeroal and Medicare medical ¢costs pavable estimates. and the

520 million convertible preferred stock redemption premiwn from 1998 results, Earnlngs From Operations and Net Earnings

Apphieable to Common Shareholders «ould have been $838 million and 530¢ milhon. or $1.31 Diluted Nex Earnings per Cammon

Share. and Return on Shareholders’ Equity would have been 11.9%.

4 During 1998, we issued debt toraling $708 myflion and redeemed £500 million of cunertihle preferred stack.

ria — not apnlicable
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2001 RESULTS COMPARED TO 2000 RESULTS
CONSOLIDATED FINANCIAL RESULTS

Revenues
Revenues include premium revenud t om risk-based (insured) products. fees from management,
adininistrative and consulting services. and imvestment and other income.

Comnsolidated revenues mereased in 2001 to 523.5 billion. Strong and balanced growth across all
business segnents was partally offset by the impact of planned exits in 2000 from UniedFlealtheare’s
commercial businesses in 11ie Pacific Coast region, the withdrawal of its Medicare~Choice product offering
from targeted countics and the closure ot Uniprise’s Medicarce fiscal intermediary operations. Adjusted for
the effects of these business and market exars and excluding revenues from acquired businesses, consolidatecd
revenues increased approximmately $3.0 billion, or 15%, aver 2000. Following is a discussion of 2001

consolidated revenue mrends for cach revenue component

Premium Revenues Consolidated premium revenues in 2001 totaled $20.7 billion, an increase of
%1.8 billion. or 9%. compared with 2000. Adjusted for the effect of business and market exirs and
excluding revenues from acquired businesses. premium revenues increased 13% over 2000. This
inicrease was primarily driven by average net premium sield increases in excess of 13% on

UnitedHealtheare's renewing comrercial insured business.

Fee Revenues Fee revenues in 2001 1otaled S2.5 billion, an increasc of $526 million, or 27%. over
2000. The overall increase in fec revenues is primarily the result of record growth of 20% in
Uniprise’s muln-site. large-cmpleyer customer base, growth in UnitedHealtheare's fee-based business,
and Qvatiorns” Pharmacy Scrvices business that began operations in June 2001.

Investment and Other Income Invesument and other income in 2001 toraled $281 milljon, an increasc of
$49 million over 2000. Lower interest vields an investments in 2001 comparcd with 2000 were largely
offset Ly increased levels of cash and fixed-income investments in 2001, Net realized capital gains in

2001 were $11 million. compared 1o net realized eapital losses of $34 million in 2000,

Medical Costs
The combination of pricing, benefit designs and comprehensive care facilitation efforts is reflected in
the rmedical care ratio (medical costs as a percenrage of preiniun revenues).

The consolidated medical care ratio decrcased from 83.4% in 2000 to 85.3% in 2001. Excluding
AARP business. the medical care ratio was 83.9% in both 2000 and 2001. as net premiumn vicld increases
were generally well matched with increases in medical benefit costs.

On an absolute dollar basis, medical costs increased $1.5 billion, or 9%, over 2000. The increase was
driven by medical cost inflation. increased consurption patterns. benefit changes and product mix changes.
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Operating Costs
Operating costs as a perceniage of total revenues {the operating cost ratio) was 17.0% in 2001. cormpared
with 16.7% in 2000. Changes in productivity and revenue mix affect the operating cost ratio. For our fastest-
growing businesses {Uniprise. Specialized Care Services, Ingenix and Ovavons Pharmacy Sernvices), most
direct costs of revenue are included in operating costs. not medical costs. Using a revenue rmix comparable
10 2000, the 2001 operating cost ratio would have decreased 70 basis points to 16.07%. This decrcase was
prmcipally driven by productivity gains froin process improvements. technology deployment and cost
managemenl mitiatives. pritarily 1n the arcas of claim processing and customer billings and enrollment.
Additdonally, because our infrastruclure can be scaled efficiently, we have been able to grow revenuces at a
proportionately higher rate than associated expenscs.

On an absolute dollar basis. operating costs increased by $459 million. or 13%, over 2000. This
increase reflects additional costs to support product and technology development initiatives and
the 11% increase in consolidated revenues in 2001, partially offset by productivity and technology
improvements discussed above.

Depreciation and Amortization

Depreciation and amortization was $263 million in 2001 and $247 million in 2000. This increase resulted
primarily from higher levels of capital expenditures to support business growth and technology enhance-
ments, as well as the amortization of goodwll and other intangible assets relared to acquisitions.

Income Taxes
The 2000 income tax provision includes nonrecurring tax benefits primarily related to the contribution
of UnitedHealth Capital imvestinents to the UnitedHealth Foundation. Excluding nonrecurring tax

S

benefits, our effective income tax rate was 38.0% in 2001 and 37.5% in 2000.

BUSINESS SEGMENTS

The following suinmarizes the operating results of our business segments for the vears ended December 31

&y

(in rillions):

REVENUES
2001 2000

Health Care Services $20,494 | S 18.696 10%
Uniprise 2,462 | 2,140 13%
Specialized Care Services 1,254 | 974 29%
Ingenix 447 | 375 19%
Corporate and Eliminations (1,203) (1.063) nm
_ Consolidated Revenues $23,454 | § 21122 11%
EARNINGS FROM OPERATIONS ‘ Piroert
. 2001 2660 Change
Health Care Services $ 944 | s 739 28%
Uniprise 4 289 29%
Specialized Care Services 214 174 23%
Ingerix 48 ! 32 50%

Total Operating Segiments 1,580 1,234 28%
Corporate 4) (34) nm
_ Counsulidated Earnings from Operations $ 1,566 5 1,200 31%

nm — not meaningful
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Health Care Services

The Health Care Services segment consists of the UnitedHealtheare and Ovations businesses.
UnitedHealthcare provides health and well-being services on behalf of local emplovers and consumers
nationwide. Ovations offers health and well-being services for Americans age 50 and older,

The Health Care Services segment posted record revenues of $20.5 billion in 2001. an increase of
$1.8 billion, or 10%, over 2000. This increase resulted from average net premium vield increases in
excess of 13% on UnitedHealtheare's renewing commercial insured business. partially offset by the
wapacr of UinitedHealtheare's targered exits in 2000 from its commercial businesses in the Pacific Coast
region and the withdrawal of its Medicare~Choice product offering from certain counties. Adjusted for
the effects of these actions and excluding revenues from acquired businesses, Health Care Services'
revenucs increased by 13%: on a year-over-year basis.

The Health Care Scrvices segment had earnings from operations of $944 rillion in 2001, an
increase of $205 million, or 28%. over 2000. This increase resulted from revenue growth and stable
gross margins on UnitedHealrhcare's comimercial business and improved operating cost efficiencies
from process improvement. iechnology deployment and cost management initiatives. Health Care
Services' operating margin increased to 4.6% in 2001 from 4.0% in 2000. driven by the productivity
improvernents described above and a positive shift in product mix from risk-based products to higher-
margin. fue-based products.

UnitedHealtheare's commercial medical care ratio remained flat comnpared with 2000 at 84.1%. as
net premmium vield increases were generally well matched with increases in overall medical benefit costs.
UnitedHealthcare sets commercial bealth plan premium rates based on anticipated benefit costs.
including the effects of medical cost inflation. consumption patterns, benefit changes, product mix and
market condilions.

UnitedHealthcare's commercial individuals served increased bv 135,000, or 2%. from December 31.
2000 to December 31, 2001, consisting of an increase of 380,000 in the number of individuals scrved with
[ee-based products, partially offscr by a 243,000 decrease in mdividuals served by risk-based products. The
decrease in individuals served hy risk-hased products was driven by a combination of customers comerting
to self-funded. fee-based arrangeinents and UnitedHealthcare's tacgered withdrawal of its risk-based
product offerings from unprofitable arrangements with customers using multiple bealth benel(it carriers.
The increase in fee-based customers was driven by customers converting from risk-based products and new
customer relationships established in 2001.

UnitedHealthcare's year-over-year Medicare enrollment decreased 15% because of actions taken to
better position this program for long-term success. Effective January 1, 2001, UnitedHealthcare withdrew
its Medicare+Choice product from targeted counties affecting 56,000 individuals. Annual revenues in
2000 from the Medicare markets exited as of January 1, 2001, were approximately $320 million.

Effective January 1, 2002, UnitedHealthcare withdrew its Medicare+Choice product from targeted
counties affecting 57,000 individuals. Annual revenues in 2001 from the Mcdicare markets exited as of
January 1. 2002, were approximately $370 million. These withdrawals are prirarily in response to insufficient
Medicare program reimbursement rates in specific counties. These actions will further reduce Medicare
enrollmerd, but will preserve profit margins in the long term. UnitedHealtheare will continue to evaluate
Medicare markets and, where necessary, take actions that may result in further withdrawals of Medicare
product offerings or reductions in membership, when and as permitted by its contracts with the Centers for
Medicare and Medicaid Services (CMS), formerly known as the Health Care Financing Administration.
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The following table summarices individuals served by UnitedHealtheare, by major market segment
and funding arrangeruent, as of Decernber 31 (in thousands) .

o R s . ” 200 E
Commereial ' _|
Insured (risk-baved) 5,250 ! 5495 ¢
Fae-based ) 2,305 1.925
Torai Cornomercial 7,955 7.420
Medicare 345 405
Medicaid _ ) 640 ! 530 3
Total UnitedHealthcare 8,540 8375 !
Uniprise

Uruprise provides health and well-being services, business-to-business transaction processing services,
consumer connectivity and technology support for large emplovers and health plans. Urniprise revenucs
were $2.5 billion in 2001. up $322 million, or 15%, over 2000. This increase was driven primarily by
continued growth in Uniprise’s larpe multisite customer base, which had a 20% increase in the number
of individuals served. Uniprise served 8.0 million individuals as of December 31. 2001, and 6.7 million
individuals as of Decernber 31, 2000. Uniprisc's earnings from operations grew by $85 million, or 28%.
aver 2000 as a result of the increased revenues. The operating margin improsed to 15.2% in 2001 from
13.5% inn 2000. As revenues have increased. Uniprise has expanded 1(s opermiﬁg margin by unproving
productivity through process improvement initiatives and deployment of technology. Additionally.
Cruprise’s infrastructure can be scaled efficiently. allowing their business 10 grow revenucs ata

proportionatels higher rate than associated expenses.

Specialized Care Services

Specialized Care Services 15 an expanding portfolio of health and well-being companies. each serving a
specialized market need with a unique blend of benefits. networks. services and resources. Specialized
Care Services had revenues of $1.3 billinn in 2001, an increase of 3280 million, or 29%. over 2000, This
ncrease was driven primavily by an increase in the number of individuals served by United Behavioral
Health, its raental health benefit business, and an increase in specialized services purchased by customers
serviced by Uniprise and UnitedHealtheare. Earnings from operations reached $214 million in 2001, an
increase of 23% ovar 2000. Specialized Care Services’ operating margin decreased from 17.9% in 2000
to 17.1% in 2001, The decrease in operating margin is the result of a shifting product mix, with a larper
percentage of revenues coming from businesses with higher revenues per individual served and Jower
percentage operating inargins.

Ingenix

Ingenix is a leader in the field of health care data analysis and application. serving pharmaceutical
companics, health insurers and payers, health care providers. large employers and governments.
Revenues were $447 million in 2001, an increase of $72 million, or 19%, over 2000. This increase
reflects growth in both the health information and pharmaceutical services businesses. Earnings from
operations were $48 million, up 50% over 2000. Operating margin increased to 10.7% in 2001 from

8.5% in 2000. principally as a result of revenue growth and improved productivity.

Corporate

Corporate includes invesiment income derived from cash and investments not assigned to operating
segments, companywide costs for certain core process improvement initiatives, nel expenses from
charitable contributions to the UnitcdHealth Foundarion and eliminations of intersegment transactions.
The decreasc of $20 million in 2001 corporate expenses reflects lower companywide process improvement
expenses in 2001 compared to 2000, as certain process improvement initiatives were conpleted in 2001.
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2000 RESULTS COMPARED TO 1999 RESULTS
CONSOLIDATED FINANCIAL RESULTS

Revenues

Consolidated revenues increased in 2000 1o $21.1 billion. Balanced growth across all business segments
was partially offset by targeted pullbacks and exits from certain geographic and Medicare markets.
Adjusted for the effects of these market transitions, consolidated reveniues increased approximately
§2.2 billion, or 12%. over 1999. Following is a discussion of 2000 consolidated revenue trends for cach

revenuc Component.

Premium Revenues Consolidated premiurmn revenues in 2000 totaled $18 9 billion. an increase of

$1 4 billion, or 8%, compared with 1999, This increase was driven by two primary factors: premnium
yield increases on UniredHealtheare's renewing commercial insured business and growth in the
number of individuals served. These increases were partially offset by withdrawals from corrain
geographic and Medicare markets. Adjusted for the effect of these market withdrawals, premium

L IeEe

revenues increased 129 over 1999,

Fee Revenues Fec revenues in 2000 tmaled 52 0 billion. an increasc of $171 million, or 10%. over
1999. This increase resulted from record growth in Uniprise’s multissite custorner base. growth in
UnitedHealthcare's fee-based business. modest price increases, and acquisitions and growth in the
Specialized Care Services and Ingenix businesses.

Investment and Other Income Tnvestment and other income in 2000 toraled $232 million. an incecases of
$13 million over 1999. Higher inrerest yields on investments in 2000 compared with 1999 weve largely offset
by 834 million of net realized capital losses in 2000, Net realized capiial losses were $6 million in 1999

Medical Costs
The consolidated medical care ratio decreased from 83.7% in 1999 to 85.4% in 2000. Excluding AARP
business, on a year-over-year basis. the medical care ratio decreased 30 basis points to 83.9%. Year-over
year medical care ratios decreased because comnmercial net premium yield increases exceeded the
increase in total benefit costs.

On an absolute dollar basis. medical costs increased $1.1 hillion. or 7%, over 1999. The increase
was driven by growth in the number of individuals served with insured products, medical cost inflation.
increased consurnption parterns, benefit changes and product mix changes.

Operating Costs
The operating cost ratio was 16.7%% in 2000, compared with 17.19% in 1999. Using a revenue mix
comparable to 1999, the 2000 operating cost ratio would have decreased 80 basis points to 16.3%. This
decrease was primarily driven by productivity gains from process improvements, technology deployment
and cost management initiatives, and by further leveraging our fixed costs.

On an absolute dollar basis, operating costs increased by $177 million, or 5%. over 1999. This increase
reflects additional costs to support product and technology development initiatives and the 8% increase in
consolidated revenues in 2000, partially offset by productivity and technology improvemenits discussed above.

Depreciation and Amortization
Depreciation and amortization was $247 million in 2000 and $233 million in 1999. This increase
resulted primarily from higher levels of capital expenditures to support business growth and technology

enhancements. as well as amorrization of goodwill and other intangible assets related to acquisitions.

PaZ E UniredHealth Group



Income Taxes

The 2000 income tax provision includes nonrecurring iax benelfits primarily related to the contribution
of UniteelHealth Capital investments o the UnitcdHealth Foundation. Exeluding nonrecurring tax
benefits, our effective income tax rate was 37.3% in 2000 and 37.0% in 1999,

BUSINESS SEGMENTS
The following summarizes the operating results of owr business segiments for the vears endcd December 31

{in millions):

REVENUES
N ~ B _ 2009 TSy
Heaith Care Services $ 18,696 § 17,381
Uniprise 2,140 1,665
Specialized Care Scrvices 974 726
Ingenix 375 258
Corporate: and Eliminations (1,063) (86%)
__Consolidared Revenues $21.122 § 19.562
EARNINGS FROM OPERATIONS
) - 2660 1995
Health Care Services $ 739 § 578
Uniprise ' 289 222
Specialized Care Services 174 128
Ingenis, 32 23
Total Opcrating Segments 1,234 933
Corporate (34) am
_ Comsohdated arnings from Operations 3 5.200 B s 913

nn: — not nreatiingicl

Health Care Services

The Health Care Services segment posted revenues of $18 7 billion iu 2000, an increase of 31 1 billion.
or 69, over 1999. This increasc was primarily due to premiom yield increases on UnitedHealtheare's
renewing commercial insured business and growth of approximatelv 7% in the mumber of individuals
served in continuing markets, partially offset by targeted pullbacks in certain geographic and Medicare
markers. Adjusted for the effects of these market changes, Health Care Services' revenucs increased by
10% on a year-over-year basis.

The Health Carc Services segment contributed earnings {rom operations of $739 million in 2000. an
increase of $161 million, or 28%, over 1999. Thus increase was primarily the result of improved margins
on UnitedHealthcare's commercial business and lower operating costs as a percentage of revenues,
driven by process iinpravement, technology deployment and cost management initiatives. Health Care
Services' operating ynargin increased to 4.0% in 2000 from 3.3% in 1999.

UnitedHealthcare’s commereial medical cace ratio improved to 84.1% in 2000 from 84.6% in 1999.

as net premium yield increases exceeded increases in medical costs.
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The following table summarizes individuals served by UnitedMealtheare. by major marker segment

and funding arrangeinent, as of Deceimber 31 (in thousands)

— = e 2807 Tawd
Commercial
Insured (risk-bascd) 5.495 5.150
_ Tee-based . " 1.525 ) 1.745
Total Commercial 7420 6.895
AMedweare 4035 433
_ Medicaid _..530 480
Total UnitedHealtheare 8.375 7.810

L3 «cindes individoals sesied through Unitedilealthea 2 platfenns located in Puerto Rico and Pac.fic Coast reglons As of
Decoinber 31 2000, UmiedHealtheare bad substaviialis transtoned [roin these markets nciuding these markets. comnecrial
fsdivicleals senved at Decunber 31, 1994, were 5.650 tor ivsnred products and 1,883 for [ve-basedd prodacts.

Uniprise

o

Uniprise had revenues of $2.1 billion in 2000. an increase of $275 million, or 15%. over 1999. This increase

was driven primarily by continued growth in Uniprise’s large multi-site customer base, which had an

117 increase in individuals served, as well as changes in funding arrangements selected by certain

customers and price increases on fee-based business. Uniprise seried 6.7 million and 6.0 million individuals

as of December 31, 2000 and 1999, respectively. Uniprise's earnings from operations grew by $67 rmillion.
or 30%. aver 1999 as a result of increased revenucs. Operating margin improved to 13.5% in 2000 from
11.9% in 1999. Uniprise has cxpanded its operating margin by irnproving productivity through process
iroprovemnent initiatives, increased deployment of iechnology and further leveraging of {fixed costs.

Specialized Care Services

Speaalized Care Services” revenues were $974 million in 2000, an increase of $248 million, or 3436, over

1999, This increase was driven primarily by an increasce in the number of individuats serveed by United
Behavioral Health, and the acquisivions of Dental Benefit Providers, Inc in June 1999 and National
Benefit Resources. Inc. in November 1999. Earnings from operations of 3174 million increased by 35%
compared with 1999. in line with 2000 revenue growth. Specialized Care Services' operating margin
improved from (7.6% in 1999 to 17.9% in 2000.

Ingenix

Ingenix had revenues of $375 million in 2000. an increase of $117 million. or 45%. over 1999, This
increase was drivers by organic growth of $54 million and acquisitions made in 1999 that expanded the
cormpany's clinical research and development, clinical marketing and health intormation services.
Earnings from operations of $32 million increased 28% over 1999. Operating margin decreased to
8.5% in 2000 from 9.7% in 1999, principally as a result of increased goodwill amortization expensc
associated with acquisitions.

Corporate

The decrease of $24 million in 2000 earnings reflects a decline in the level of unassigned cash and
investrents and associated investiment income. primarily due to share repurchases and incremental
process improvement costs in 2000,
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OPERATIONAL REALIGNMENT AND OTHER CHARGES

In conjunction with a comprehensive operational realigniment initiaced in 1998. we developed and approved
an implementation plan (the Plan). We recognized correspanding charges to operations of §725 million in
the second guarter of 1998, which reflected the estimated costs 1o be incurred under the Plan. The charges
included costs associated with asset iinpairments: employee terminations; disposing of or discontinuing
business units. product lines and contracts: and consolidating and climinating cerian ¢laim processing and
custamer service operations and associated real estate obligations.

We completed our operational realignment plan in 2001. Actual costs incurred exceuting the Plan exceecled
estimates by approximately $4 million. which has been included in 2001 operating costs in the Consolidaied
Sraternents of QOperations, These excess costs were incurred in the fourth quarter of 2001, Acovities associated
with the Plan resulted 1n the recuction of approximately 5,100 positions, affeeting approximarely 5.800 people.

As of December 31, 2000, we had complered all planned business dispositions and market exits
pursuaat to the Plan. Accordingly, our 2001 financial statements do not include the operating results of
exited businesses or markets. Qur Consolidared Statermnents of Operations include results for businesses
disposud of and markets exited in connection with our operational realignment as fallows: $312 million in
revenues and $9 million in earnings from operations in 2000. and $689 million in revenues and $41 million
of losses from operations in 1999. These amounts do not include operating results fromn the counties wherc
UniredHealthcare wathdrew its Medicare product offerings effcetive January 1, 2001 and January 1, 2000.
Annual revenues for 2000 from the counties exited effective January 1, 2001 were approximately $320 million.
Annual reveres for 1999 from the counties exited effective January 1, 2000, were approximately $230 million.

The operational realignment and other charges did not cover certain aspects of the Plan, including
new information systeins, data conversions, process re-enginecring. temporary duplicare statting costs as
we consolidared pracessing and service centers, and employee relocation and training. These costs were
cxpensed as incurred or capitalized, as appropriare. During 2001, 2000 and 1999, we incurred expenses

of approximaiely $20 million, $37 million and $32 million, respectively, related (o these activities.
FINANCIAL CONDITION AND LIQUIDITY AT DECEMBER 31, 2001

LIQUIDITY
We manage our ¢ash. imestments and capital sttucture so we are able to meet the shart- and long-tern
obligations of our business while maintaining financial flexibility and liquidity. We forecast, analyze and
monitor our cash flows to enable prudent investment and financing within the overall constraints of our
financial strategy, such as our sclf-imposed limit of 30% on our debtto-total-capital ratis (calculaled as the
sum of cormercial paper and debt divided by the sum of commercial papet debt and shareholders’ equity).
Much of the assets held by our regulated subsidiaries are in the form of cash, cash equivalents and
investments. Alter considering expected cash flows from operating activities, we generally invest monies of
regulated subsidiarics that exceed our near-term obligations in Jonger term marketable debt securities, to
improve our overall income return. Factors we consider in making these investment decisions include our
board of directors’ approved policy, regulatory limitations, return objectives, tax implications, risk
tolerance and maturity dates. Even our long-term investments ace available for sale to meet liquidity and
other needs. Monies in excess of the capital needs of our regulated entities are paid to their non-regulated
parent companies, typically in the form of dividends, for general corporate use, when and as permitted by
applicable regulations.
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Qur non-regulated businesses also gencrate cash fram operations. Additionally. we issue long-term
debt and cominercial paper with staggered maturity dates and have available credit facilities. These
additjonal sources of liquidity allow us to maintain further operating and financial Mexibility. Because of
this flexibility. we typically mainrain Jow cash and invesiment balances 1n our non-regulated companics.
Cash in these entities Is generally used to reinvest in our businesses in the formn of capital expenditures.
to expand the depth and breadth of our services through business acquisitions, and (o repurchase
shares of our common stock.

Cash gencrated from operating activities, our primary source of liquidity. is principally anributable ro
net earnings, excluding depreciation and amortization. As such. any future decline in our profuability
would likely have a negative impact on our liquidiry, The availability of financing. in the form of debt or
equity, is influenced by many factors including our profitability, operating cash flows, debt levels, debt
ratings. contractual restrictions. regulatory requirements and market canditions. We believe that our
strategles and acnons toward maintaining financial flexibility mitigate much of this risk.

CASH AND INVESTMENTS
During 2001, we generated cash from operations of more than $1 8 billion, an increase of $323 million. or
21%, over 2000. The increase in aperaiing cash flows primarily resulted from an increase of $195 million
in netincome excluding depreciation and ainortization expense and working capital improvements of
approximately $111 million.
We maintained a strong financial condition and liquidity position, with cash and investments of
$5.7 billion at December 31, 2001. Total cash and 1nvestments increased by $645 million since December 31.
2000, primarily resulting fron strong cash flows from operations partially offset by common stock repurchases.
As further described under “Regulatory Capital and Dividend Restrictions,” many of our subsidiaries
are subject to various government regulatnons that restrict the timing and amount of dividends and
other distributions that may be paid to their parent companics. At December 31, 2001, approximately
3660 million of our $5.7 billion of cash and investments was held by non-regulated subsidiaries. OF this
amount. approximately $260 oullhon was segregated for future regulatory capital needs and $230 million
was available for general corporate use, including acquisitions and share repurchases. The remaining
$170 million consists primarily of public and non-public equity securites held by UnitedHealth Capital.
our investrent capical business,

FINANCING AND INVESTING ACTIVITIES
We use commercial paper and debt to maintain adequate operating and financial flexibility. As of
Decernber 31, 2001 and 2000, we had commercial paper and debt outstanding of $1.6 billion and
$1.2 billion. respectively. Proceeds from the net increase of $375 million in total commercial paper
and debt will be used for general corporate purposes, which may include working capital, business
acquisitions, capital expenditures and share repurchases.

QOur debt-to-total-capital ratio was 28.9% and 24.7% as of Deceraber 31, 2001 and 2000, rospectively.
We expect to maintain our debtto-total-capital ratio between 25% and 30%. Within this range. we believe
our cost of capital and return on shareholders’ equity are optimized, while maintaining a prudent level of
leverage and hquidity.

Commercial paper outstanding at December 31, 2001. totaled $684 million, with interest rates ranging
from 1.996 to 2.7%. In November 2001, we issued $100 million of floating-rate notes duc November 2003 and
$150 million of floating-rate notes due November 2004. The interest rates on the notes are reset quarterly to
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the three-monih LIBOR (London lnterbank Offered Rate) plus 0.3% for the notes due November 2003
and to the three-month LIBOR plus 0.6% for the notes due Novernber 2004, As of December 31. 2001, the
applicable rates on the notes were 2 4% and 2.7%, respectively, A poriion of the proceeds from these
borrowings was used to repav $130 million of floating-rate notes that maturced in November 2001.

In January 2002, we 1ssucd $400 million of 5.2% fixed-rate notes due January 2007. Proceeds from
this borrowing will be used to repay commercial paper and for general corporate purposes, including
working capital capital expenditures. business acquisitions and share repurchases When we issued
these notes, we entered into interest rate swap agreements to convert a portiton of our inrerest rafe
exposure from a fixed rate 1o a variable rate. The interest rate swap agreements have an aggregate
notional amount of $200 million maruring January 2007. The variable rates approximate the six-month
L IBOR and are reset on a sermannual basis.

We have crechic arrangements for $900 million that support our commercial paper program These credit
arrangements include a $450 million revolving facility that expires in July 2005. and a 3450 million, 364-day
facility that expires in July 2002. We also have the capacity to issue approximately $200 million of extendible
commercial nates (ECNs) . As of December 31, 2001 and 2000, we had no amounts outstanding under our
credit facilities or ECNs.

Our debt arrangements and credit facilities contain various covenants, the most restrictive of which
require us Lo maintain a debt-to-Lotal-capital ratio below 45% and to exceed specified minimum interest
coverage levels. We are in compliance with the regquiremcnts of all debt covenants.

Qur senior debt is rated "A” by Standard & Poor’s (S&P) and Fitch, and "A3" by Moody's. Our
commercial paper and ECN programs ave rated *A-17 by S&P, “F-17 by Fitch, and "P-2” by Moody's.
Consistent with our inrention of maintaining our senior debt ratings in the "A” range, we intend to
maintain our debt-to-toral-capital ratio at 30% or less. A significant downgrade in our debt and
commercial paper ratings could adversely allect our borrowing capacity and osts.

The remaining isswing capacity of all securiries covered by our shelf registration sratement for
common stock, preferred stock, debt securities and other securities is $430 million, after giving cffect
to the $400 million fixed-rate notes issued in January 2002, We mnay publicly offer such securities fromn
rime to time at prices and terms ro be determined at the time of offering

Under our board of directors’ authorization, we maintain a common stock repurchase program.
Repurchases inay be made from ume to time at prevailing prices, subject to certain restrictions on volume,
pricing and timing. During 2001, we repurchased 19.6 million shares at an aggregare cost of approximately
$1.1 billion. Through December 31, 2001, we had repurchased approximately 112.5 million shares for an
agpregate cost of $3.7 billion since the program began in November 1997. As of December 31, 2001, we had
board of directors’ authorization to purchase up to an additional 8.8 million shares of our common stock.

In February 2002, the board of directors authorized us to repurchase up to an additional 30 million shares of
common stock under the program.

As part of our sharc repurchase activities, we have entered into agreemients with an independent third
party to purchase shares of our common stock, where the number of shares we purchase, if any, depends upon
market conditions and other contractual terms. As of December 31, 2001, we bad conditional agreements to
purchase up to 6.1 million shares of our common stock at various times and prices through 2003, ar an average
price of approximately $58 per share.

During 2001 and 2000, we invested $425 million and $245 million, respectively, in property, equipment
and capitalized software. These investmients were made to support business growth, operational cfficiency,
service improvements and technology enhancements.
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CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

We have various cortractual obligatons and conmer cial commitments to make future payments
including debt agreements, lease obligations. stock repurchase contracts and data center service agree-
ments. The following table summarizes our future obligations under these contracrs due by period as of
December 31, 2001 {(in millions):

R 2502 A0N3 Ty 2004 2525 5 22C€ _ Thanele Bl
Debr and Commercial Paper- 5 684 $ 500 $ 400 s - 51,584 |
Operating Leases 99 167 123 224 618
Data Cenrter Service Agreements 206 443 263 - 912 |
Stock Repurchase Contraces™ 217 138 - 355

" Total Contractual Obligations  $1,208 $1.248 s 791 s 224 $3.460 |

! Debt pavoents could be accelerated upon viclarion ot dub: covenants We beliewe the Tikeuhood of 2 dehr covenant vigiation 1§ remote
2 Debiects AR powential purchases under stork tepurchase contracts, In the cvert of cartain ternviraton evems, including
o defauir o our debt or ¢redit agresments or 2 downgrade of owr debt varngs helow umestinent prade. wi cauld be required w
mmediately scule our remannng obligatons ander the comiracis. We may elecy to sottic the conrracts by ivsuing comntan sioek
10 lieu of cash. We believe the likelthood ol a debt covenant violation or o dusngrade of our debr rating below wivestomgns grada
N PEMOTE.

Currently, we do not have any other material detinitive commitments thart require cash resources;
however, we continually evaluate opportunities to expand our operations. This includes intemal

development of new products and programs and may include acquisitions.

AARP

In January 1998, we began providing services under a 10-vear contract to provide insurance products and
services to members of AARF. Under the terms of the contract, we are compensated for ¢laim administration
and other services as well as for assuming underatiling risk. We are also engaged in product development
activities to complement the insurance offerings under this program. Premium revenues fenm our portion
of the AARP insurance offerings were approximately $3.5 billion during 2001, 2000 and 1999.

The underwriung gains or Josses related to the AARP business are recorded as an increasce or decrease
to a rate stabilization fund (RSF), which is reparted in Other Pohicy Liabilities in the accompanying
Consolidated Balance Sheets. The corapany is at risk for underwriting losses to the extent curulative ner
losses exceed the balance m the RSE. We may recover RSF deficits, if any. fromn gains in future contract
periods. We believe the RSF balance is sufficient to cover potential future underwriting or other risks
associated with the confract.

The elfects of changes in balance sheet amounts associated with the AARP program accrue to AARP
policyholders through the RSE balance. Accordingly, we do not include the effect of such changes in
our Consolidated Statements of Cash Flows.
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REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We conduct our nperations through our wholly-owned subsidiaries. These companies are subyect to
standards esrablished by the National Association of Insurance Commissioners {NAIC) that. amang other
things, require them to maintain specified levels of statutory capital, as defined by each state. and restrict
the liming and amount of dividends and other distributions that may be paid Lo their parent comnpanies.
Generally, the amount of dividend distriburions that may be paid by a regulated subsidiary. withour prior
approval by state regulatory authorities, 1s linited based on the entity's level of statutory net income and
statutory capital and surplus. The agencics that assess our credinvorthiness also consider capital adequacy
levels when establishing our debt ratings. Consistent with our intention of maintaining ow senior debt
ratings in the “A” range, we maintamn an aggregate statutory capiral and surplus level tor our regulated
subsidiaries that is significantly higher than the level regulators require. As of December 31, 2001, our
regulated subsidiaries had aggregate statutory capital and surplus of approximately $2.0 billion. more
than $1.1 billion above the $850 million of required aggregate capital and surplus.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Critical accounting policies arc those policies that require the application of management’s most
challenging. subjective or complex judginents, ofien as a result of the need 1o make estimates about
the cftect of matters that arc inherentlv uncertain and may change in subsequent. puriods. Critical
accounting policies involve judgments and uncertainties that are sulficiendy sensitive to result in
materially different results under different assumptions and conditions. We believe that our most
critical accounting policies arc those described below. For a detailed discussion of thesc and other
accounting policies. sce Wote 2 to the Consolidated Financial Statements.

MEDICAL COSTS

A substantial portion of our snudical costs payable balance is based on estimates This balance includes
estimates for the costs of hicalth care services people have received. but for which claims have not yert
been submitted, and estimates for 1he costs of claims we have recelved but have not yet processed. W
develop ruedical costs payable estimares using actuarial methods based upon historical claim submission
and pavment data, cost trends. customer and product mix. scasonality, utilization of hcalth care
services. contracted service raies and other relevant factors. The estimates may change as actuarial
methods change or as underlying facts upon which estimates are based change. We did not change
actuarial methods during 2001, 2000 and 1999.

Management believes the amount of medical costs payable is adequate to cover the company’s
liability for unpaid claims as of December 31, 200); however, actual claim payments may differ from
established estimates. Assuming a hypothetical 1% difference between our December 31, 2001
estimates of medical costs payable and actual costs payable, 2001 earnings from operations would
increase or decrease by approximately $20 million and basic and diluted ner carnings per cornmon share
would increase or decrease by approximately $0.04 per share. Adjustments 1o medical costs payable
estimates are reflected in operating results in the period m which the change in estimate is identified.
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REVENUES

Ow revenue is principally derived from health care insurance premjums. Premium revenues ace recog-
nized in the period enrolled members are entitled Lo receive health care services. Customers are typically
billed monthly at a contracted rate per enrolled member multiplied by the number of members eligible to
recoive services. as recorded in our records. Because cinplover groups generally provide us with changes to
their cligible member population one month in arrears, each billing includes an adjustment for prior
month changes in member status tThat were not reflected in gur billing We estimate the amount of {uture
adjustments and adjust the current period’s revenues and accounts receivable accordingly. Our estimares
arc based on historical trends, premiuns billed, the level of contract renewal activity and other relevantc
information. We also estiinate the amount of uncollectible receivables cach period and record valuation
allowances based un historical collection rates, the age of unpaid amounts. and information about the
creditworrhiness of the customers Estimates of revenue adjustments and uncollectible accounts receivable
arg revised cach period, and changes are recorded in the period they become known.

INVESTMENTS

As of December 31. 2001, we had approximately $4.2 billion of investments, prirnarily held in marketable
debt securitics. Qur mvestments are principally classificd as available for sale and arc recorded at their
fair vatues as of the date reported. Unrealized investment gains and losses are excluded from carnings
and reported as a separate component in shareholders’ equitv. We continually monitor the difference
between the cost and lair value of our investments. Ifany of our investments experience a decline in fair
value that we believe 15 other ihan temporary. we record a realized loss in our Consolidated Statements of
Operations. Management judgment 1s involied in evaluating whether a decline in an invesunent's fawr
value is other than temporary. The discovery of new infortation and rthe passage of tilne can change these
judgiments. Revisions of impairment judgments are made when new information becomes known. and amy
resulting imipairment acjusunents are made at that time We manage our investment portfolio to limitour
exposure o any one 1ssuer or industry. and largely limit our investments to U.S. Governnienr and Agency

securities. state and municipal securities. and corporate debt abligations that are investment grade.

LONG-LIVED ASSETS

As of December 31, 2001 and 2000, we had long-lived assets. including goodwill. other infangible
assets, and property, cquipment and capitalized software of $3 7 hillion and 33.2 billion, respectively.
We review these asels for events and changes in circumstances that would indicate we might not
recover their carrying value, In assessing the recoverability ol our long-lived assets, we must make
assumptions regarding estimated future cash flows and other facrors to determine the fair valuc of the
respective assets. If these estimates or their related assumptions change in the future. we may be
required to record impairment charges for these assets.

CONTINGENT LIABILITIES

Because of the naturce of our businesses, we are routinely involved in various disputes, legal proceedings
and governmental audits and investigations. We record liabilities for our estimate of probable costs
resulting from these natters. Our estimates are developed in consultation with outside legal counsel
and are based upon an analysis of potential results, assuming a combination of lirigation and settdement
strategies and considering our insurance coverages for such matters. We do not helieve any matters
currently threatencd or pending will have a material adverse effect on our consalidated financial
position. It is possible. however, that future results of operations for any particular quarterly or annual
period could be materially affected by changes in our assumptions or the effectiveness of our strategies
related to these proceedings.
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INFLATION

The national health care cost inflation rate significantly exceeds the genetal inflation rate. We use
various strategies 1o lessen the effects of health care cost inflation. This includes sering commercial
premuums based on anticipated health care costs and coordinating care with physicians and other
healeh care providers. Througlh contracts with physicians and othier health cace providers, our health
plans emphasize preventive health care. appropriate use of specialty and hospital services. education
and closing gaps in care.

We beligve our strategies to mitigate the impact of health care cost infllation on our operaling
results have been and will continue to be successful. However. other factors including competitive
pressures riew health care and pharmaceutical product introductions. demands from physicians and
other health care providers and consumers, and applicable regulations may affect our ability to control
the impact of health care cost inflation. Changes in medical cast trends that were not anticipated in
establishing premium rates, because of the narrow operating margins of our insurance products. can
create significant changes in our financial results.

LEGAL MATTERS

Because of the nature of our businesses, we are routinely party to a varjety of legal actions related o the
desigr, marnagement and offerings of our scrvices. These marters include clauns relating ro health care
benefits coverage: medical malpractice actions: allegations of anti-competitive and unfajr business activ-
iries; disputes over compemsation and terinination of contracts including those with physicians and
other health care providers: disputes related 16 our administrative services, including actions alleging
claim administration errors and failure to disclose rate discounts and other fee and rebate arrange-
ments; disputes over benefit copayment calculations: claims related to disclosure of certain business
pracrices: and claims relating to customer audits and contract performance.

In 1999, a number of class action lawsuits were filed against us and virmally all roajor entities in the health
bencfils business. The suifs are purporied class actions on behalf of certain customers and plnsicians for
allegedl breaches of federal starutes. including the Employee Retirement Income Security Act of 1874, as
amended (FRISA) . and the Racketeer Influenced Corrupt Organization Act (RICO). Although the resulss
of pending litigation are always uncertain, we do not believe the results of any such achions, including those
described above. currently threatened or pending will. individually or in aggregate. have a material adverse
effect on our resulls of operations or financial position.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of changes in value of a financial instrument caused by changes in interest
rates and equity prices.

Approximately $5.5 billion of our cash and investments at December 31, 2001, was invested in fixed
income securities. We roanage our investment portfolio within risk parameters approved by our board
of directors; howesver, our fixed income securitics are subject to the effects of market fluctuations in
interest rates. Assuming a hvpothetical and immediate 1% increase or decrease in interest rates appli-
¢able to our fixed income portfolio at December 31, 2001. the fair valuc of our fixed income invest-
ments would decrease or increase by approximately 8160 million.

At December 31, 2001. we had approximately 3170 million of equity investments in various public
and non-public companies concentrated in the areas of health care delivery and related information
technologies. Market conditions that affect the value of health care or technology stocks will likewise
impact the value of our equirty portfolio.
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CONCENTRATIONS OF CREDIT RISK

Investients in financial instruments such as marketable securities and accounis receivable may
subjeer UnitedHealth Group to concentrations of credit risk. Our investnents in markerable
seourities are managed under an investment policy authorized by our board of directors. This policy
limits the armounts that may be invested in any one issuer and generally limits our investrents to U.S.
Government, Agency and municipal securities and corporate debr abligations that are imvestmenr
grade. Concentrations of credit risk with respect to accounts receivable are limited to the large
number of employer groups that constitute our customer base. As of December 31. 2001, thece were

no signuficant concentratons of credit risk.
CAUTIONARY STATEMENT REGARDING "FORWARD-LOOKING™ STATEMENTS

The statements conrained in Results of Operations and other sections of this annual report 1o share-
holders, include forward-looking staternents within the meaning of the Private Securities Litigation
Reform Act of 1993 (PSLRA). When used in this report. the words or phrases “believes,” "anticipates,”
“intends,” "will likely result.” “estimates,” “projects” or similar cxpressions arc intended fo identify such
forward-looking statements. Any of these forward-looking statements involve risks and uncertainties that
nay cause the company's actual results to differ materially from the results discussed in the forward-
Jooking statements. Statements that are not strictly historical are “forward-looking™ and unknown risks
may cause actual resulis and corporate developments to differ materially from those expected. Except to
the extent otherwise required by federal securitics laws, in making these statements we are not under-
taking 1o address or update each statement in furure filings or communications regarding our business or
results. and are not undertaking to address how any of these factors may have caused results to differ
from discussions or infurmation comtained in previous filings or communications In addition, any of the
miarrers discussed in this annual report rmay have affecied owr past. as well as current, forward-looking
statenents abour fuure results. Any or all forward-looking statements in this report and in any other
public statements we make may turn out to be inaccurate or false. They can be affecied by inaccurate
assumptions we might make or by known or unknown risks and uncerrainties.

Many factors discussed below will be important in determining future results. Consequently. no
forward-looking stateinent ¢an be guaranteed. Actual future results may vary materially from those
cxpressed in our prior commumcations. Facrors that could cause resulrs and developments to differ
materially from expectations include, withour limitation. {a) increases in medical costs that are higher than
we anticipated in establishing our premiuin rates, including increased use of or costs of tedical services;
(b) increases in costs associated with increased litigation, legislative activity and government regulation and
review of our industry, including costs associated with compliance with proposed legislation related to the
Patients’ Bill of Rights, e-commerce activities and consumer privacy issues; (c) heightened competition as a
result of new entrants into our market, mergers and acquisitions of health care companies and suppliers.
and expansion of physician or practice management companies,; {d) events that may negatively affect our
contract with AARP, including any failure on our part to service AARP customers in an effective manner and
any adverse events that divectly affect AARP or its business partners; (¢) medical cost increases or benefit
changes associated with our remaining Medicare~Choice operations: (f) significant deterioration in
customer retention; and {g) significant deterioration in economic conditions, including the effects ol acts
of terrorism, particularly bioterrorism. A further list and description of these risks. uncertainties and other
matters can be found in the company’s annual report on Form 10-K for the year ended December 31. 2001,
and in its periodic reports on Forms 10-Q and 8-K (if any).

PAGE ;J)_Z Lonred Health Group



CONSOLIDATED STATEMENTS OF OPERATIONS

G eailivgis, CaCEDT peT € R GaT A . 2001 EEH

REVENUES :
Premiums $ 20,683 ) S 13.926 § 17530 ¢
Fees 2,490 ! 1.964 1793
Investment and Other Income 281 | 232 219

__“Iptal Resenues 23454 ° 21.122 19.562 |

MEDICAL AND OPERATING COSTS i !
Medical Costs 17,644 16,153 15,043 !

Operating Costs 3,979 3,520 3,343
_Depreciation and Amortization 265 | 247 233 ¢

Total Medical and Opcerating Costs 21,888 19,922 18.619
EARNINGS FROM OPERATIONS 1,566 1.200 943

Gain on Dispasition of UnitedFealth Capital [nvestments - 27 -
__Interest Expense 94): (72) (49
EARNINGS BEFORE INCOME TAXES 1,472 | 1.135 894
_ Provision for Income Taxes . (559) (419) (326)
NET EARNINGS $ 913 $ 736 s 368
BASIC NET EARNINGS PER COMMON SHARE $ 292 5 277 $ 163
DILUTED NET EARNINGS PER COMMON SHARE $ 219: $ 219 $§ 1601
BASIC WEIGHTED-AVERAGE NUMBER OF COMMON SHARES : |

OUTSTANDING 3124 ¢ 3242 348.2 |
DILUTIVE EFFECT OF OUTSTANDING STOCK OPTIONS 144 | 12.3 6.8
WEIGHTED-AVERAGE NUMBER OF COMMON SHARES OUTSTANDING : ;
__ASSUMING DILUTION 326.8 | 336.5 355.0 ¢

See notes 1o consohidated financial statements
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CONSOLIDATED BALANCE SHEETS

{n millinns, vxeesi sliere and ped s

ASSETS
Current Assels
Cash and Cash Equivalents
Short-Term Investrnerits
Accounts Receivable, net of allowances of $127 and $118
Assets Under Management
Deterred Income Taxes
Other Current Asscts
Total Cwrent Assets
Long-Term Invesunernus
Property. Equipinent and Capitalized Sofiware. net of accumulated
depreciation and arnortizanon of $670 and $399
Goodwill and Other Intangible Assets, net of accumulated
amortization of $500 and $413
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Medicat Costs Pavable
Accounts Payable and Accrued Liabilines
Orher Policy Liabilities
Commercial Paper and Current Maturities of Long-Term Debt
Unearned Premiums
Total Currene Liabilities
Long-Term Debr, fess current maturities
Deferred Income Taxes and Other Liabilitics
_ Cominjmments and Contingencies (Vote /1)
Shareholders” Equity
Common Stock, $0 01 par value - 1,500,000.000 shares authorized;
308.,626.000 and 317.235,000 shares outstanding
Additional Paid-In Capital
Retained Earnings
Accumulated Other Comprehensive Income:
Net Unrealized Gains on Investments, net of tax effects
TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

See notes (G consolidated nancial statements.
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2001

1,540
270
856 |

1,903 -
316
61 :

4,946

3,888 |

847 .

2,805
12,486

3,460
1,209 |
1,595 :
684
543 -
7491
900 .
204 !

3.
39 |
3,805 ;

M
3,801 :
12,486 |

$

$

Ay e Recember 51

NS

1419
200
867 !
1646 &
235 ¢

38 i
4405 |
3,434

2.657 |
11.053 §

3266 |
1050 |
1216

559

79

6,570

650
145

3.688
11,053



CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

BALANCE AT DECEMBER 31, 1998 308 S 4 §1.107 52833 § 44 $4038
Issuances of Common Stock.
and relared tax benefits G - 125 - - 125
Comimon Stock Repurchases (39) (1} (982) - - (983)
Comprehensive Income
Net Earnings - ~ - 568 - 368 5 368

Orther Comprehensive Income Adjustments
Change in Net Unrealized Gains

on Investrnents, net of s effets - - - - 121 12r 121
Comprehensive [ncome - - - - - - § 689
_ Common Stock Dividend - - - 8) - 6)
BALANCE AT DECEMBER 31, 1999 333 3 230 3445 165 3.863
Issuances of Corrunon Stock,
and related rax benefits 13 - 349 - - 349
Common Stock Repurchases (31) - (599) (581) - (1,180)
Comprehensive Income
Net Earnings - - - 736 - 736§ 736

Other Comprehensive Income Adjustments
Change 1n Ner Unrealized Cairs

on Investments, net of rax effects - - - - {72) (70 (75
Comprehensive Income - - - - - - S 661 :
_ Common Stock Dividend - e ) - (3)
BALANCE AT DECEMBER 31, 2000 317 3 - 3.595 30 3.688
Issuarices of Common Stock,
and related tax benefus 11 - 474 - - 474
Common Stock Repurchases (19) - {433} 694) - (1,129)
Comprenensive Income
Net Earnings - - - 813 - 813 s 913

Other Comprehensive Income Adjustments
Change in Net Unrealized Gains

on Investments, net of tax effects - - - - (46) (46) (46)
Comprehensive Income - - - - - - % 867
Common Stock Drvidend - - - ® - (9)
BALANCE AT DECEMBER 31, 2001 308 $ 3 $ 39 $385 § 4 3380

See notes tu comoldated financial statemernts.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Feor the tear 1 Deme-mber 31,
{1 riilinns) 2001 2000 SE38

OPERATING ACTIVITIES

Net Earnings $ 913 3 736 S 568
Noncash [tems
Depreciation and Amoctization 265 ¢ 247 233
Deferred Income Taxes and Other 40 : 73 35
Net Change in Other Operating licms, net of effects :
from acquisitians, sales of subsidiaries and changes
in AARP balances :
Actounts Recevable and Other Current Assets 7 26 84
Medical Costs Payable 156 | 288 165
Accounts Payable and Accrued Liabnlities 280 73 68
Other Policy Liabilities 131 ! 87 8
Unearned Premiums 52 i (1n 44 |
o CASH FLOWS FROM OPERATING ACTIVITIES . 1,844 1,521 1,189
INVESTING ACTIVITIES H ;
Cash Paid for Acquisitions, net of cash assumed and other effects (92) {76} 334) :
Purchiases of Property. Equipment and Capitalized Sofiware (425) : (243) 196} °
Purchases of Investmenits (2,088) {(3.022) {2.208)
_ Marurines and Sales of [nvestmens 1,467 ; 2.375 2115
___ CASH FLOWS USED FOR INVESTING ACTIVITIES (1,138) (968} 623)
FINANCING ACTIVITIES
Procecds from Common Stouck Issuances 178 228 102
Praceeds from (Pavments of) Commercial Paper, net 275 ¢ (182} 53¢
Pruceeds from Issuance of Long-Term Debt 250 400 150
Pavments for Retirement of Long-Term Delir (150) - {100y :
Commeon Stock Repurchases (1,129) | (1,180 (983)
Dividends Paid 9. (5) (6) :
CASH FLOWS USED FOR FINANCING ACTIVITIES (585) i (739) (603) :
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 121 (186) (39) ¢
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 1,419 1.605 1,644
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 1,540 ¢ § 1419 $ 1605
SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING ACTIVITIES ;
Common Stock Issued for Acquisitions $ 163 : S - 3 -

See nores (o consolidated linancial staternents,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[ 1] pEscripTiON OF BUSINESS

UnitedHealth Group Incorporated (also referred 1o as “UnitedHealth Group,” “the company.” "we,”
“us.” "our”) 15 a nanonal leader in forming and operating orderly. eftficient mavckets for the exchange

of tugh quality health and well-being services. Through independent but strategically aligned. market-
defined businesses. we offer health care access and coverage and related administrative, technologe and

information services designed to enable. facilirate and advance optimal health care.
[ 2 ] SUMMARY OF SIGNIFICANT AGCOUNTING POLICIES

BASIS OF PRESENTATION

We have prepared the consobdated financial statcrments according  accounting principles generally
accepted in the Umited States and have included the accounts of UnitedHealth Group and its
subsidiaries. We have eliminated all sigruficant intercompany balances and transactions.

USE Of ESTIMATES

These (inancial statements include some amounts that are based on our estimates and judgments. The
most significant cstimates relate 1o medical costs, medical costs pavable. contingent liabilities, and asset
valuations. allowances and impairments. We adjust these gstimates as more current information becomes
available. and anv acjustmenr could have a significant impact on our consolidated operating results. The
impact of any changes in estimates is included in thé determinauon of earnings in the period in which
the change in estimate s identified.

REVENUES

We recognize premium revenues in the period in which enrolled members are entitled to receive health
care services. We record premiutn pavments received from our customers priot to such period as uncarned
premiums. We recognize fee revenues in the period the related services are performed. Premiuim revenues
related w Medicare and Medicaid programs as a percentage of total premium revenues were 17% in 2001
and 2000, and 21% in 1999.

MEDICAL COSTS AND MEDICAL COSTS PAYABLE

Medical costs include ¢laims paid. clauns processed but not yer paid, estimates [or claims received
but not yet processed. and estirates for the costs of health care services people have received, bur for
which claims have not yet been submitted.

We develop our estimates of tnedical costs payable using actuarial methods based upon historical claim
submission and payrnent data, cost trends, custormer and product mix, seasonality, utilization of health care
scrvices. contracted service rates and other relevant factors. The estimates may change as actuarial methods
change or as underlying facts upon which estimates are based change. We did not change actuarial methods
during 2001. 2000 and 1999. Management believes the amount of medical costs payable is adequate to cover
the company’s liability for unpaid claims as of December 31, 2001; however, actual claim payments may differ
from established estimates. Adjustmenis to medical costs payable estimates are reflected in operating results
inthe period in which the change in estimate is idertificd.

CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash and cash equivalents arc highly liquid investments with an original maturity of three months or less.
The fair value of cash and cash cquivalents approximates their carrying value because of the short maturity
of the instruments. Investments with a maturity of less than one year are classified as shortternn. We may
sell investments classified as long-term before their maturity to fund working capital or for other purposes.
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Bucause of regulatory restrictions. certain investmenis arc included in long-term investments regardless
of their maturity date. These investinents are classified as held to maturity and are reported at armortized
cost. All other investinents are classified as available for sale and reported at fair value based on quoted
market prices. We have no investments classified as rrading securitics.

Unrealired gains and losses on investinents available for sale are excluded from earnings and
reported as a separale component of sharcholders’ equity, net of income tax effects. We continually
monifor the difference between the cost and estunated fair value of our mvesunents. [f any of our invest-
ments experience a decline in valuce that we believe is other than temporary. we record a realbized loss in
Investment and Other Income in our Consolidated Staiements of Operations. To calculate realized
gains and losses on the sale of investments. we use the specifie cost of each investment sold.

ASSETS UNDER MANAGEMENT

We adininister cerrain aspects of AARP’s insurance program (see Note 5). Pursuant to our agreement, AARP
assets are managed separately from our gencral investruent portfolio and are used to pay ¢osts associated with
the: AARP program. These assets arc invested ar our discretion. within investment guidelines approved by
AARP. Ar December 31, 2001, the assets were imvested in marketable debt securities. We do not guarantee any
rales of investment return on these investrnencs and. upon transfer of the AARP contract to another entit,
cash equal in amount to the faic value of these investments would be transferred to that entity. Because the
purpose of these assets is to fund the medical costs pavable and rare srabilization fund liabilities associated with
the AARP contracy, assers under management are classified as current asscts, consistent with the classificalion
of these liabilities. Interest carmngs and realized investrnent gains and losses on these assers acerue to AARP
policyholders through the rate stabilization fund and. as such, are not included in our earnings, Interest
meome and realized gains and losses related to assets under management are recorded as an increase to the
AARP rare stabilizarion fund and were $113 million and $91 imllion in 2001 and 2000. respectvely. Assels
under management are reported at their fair market value, and unrealized gains and loswes are included in the
rate stabilization fund associated with the AARP program. As of December 31, 2001 aud 2000. the AARP
investment porifolio included net unrealized ganis of $56 million and $19 million, respectively,

PROPERTY, EQUIPMENT AND CAPITALIZED SOFTWARE

Property. equipment and capitalized softwarc is stated at cost, net of accumulated depreciation and
amortization. Capitalized software consists of certain costs incurred in the development of internal-use
software, including external direct marerial and service costs and payroll costs of employecs fully
devoted Lo specific software development.

We calculate deprociation and amortization using the straight-line method over the estimated
useful lives of the assets. The useful lives far property, equipment and capitalized softwarc are: from
three to seven years for furniture, fixtures and equipment; the shorter of five years or the remaining
lease term for leasehold improvements; and from three to nine years for capitalized software. The
weighted-average useful life of property. equipment and capitalized software at December 31. 2001,
was approximately five years.

The net baok value of property and equipment was $421 million and $303 million as of December 31,
2001 and 2000, respectively. The net book value of capitalized software was $426 million and $254 million
as of December 31, 2001 and 2000. respectively.
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GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill represents the arnount by which the purchase price and vansaction costs of businesses we
have acquired cxcecds the estirnated fair value of the net tangible assers and identifiable intangible
assets of these businesses. Goodwill and other intangible assets are amortized on a straight-line basis
over uselul lives ranging from three vears to 40 vears. with a weighted-average useful life of 32 vears w
December 31, 2001.

The two most sigmuficant components of goodwill and other infangible assets arc: 1) goodwill of
$2.2 billion at December 31, 2001, and $2. 1 bilhon at Deceinber 31, 2000, net of accuinulated amortizaton:
and 2) employer group contracts, supporting infrastructure, distribution networks and instututional
knowledge of $312 million at Decernber 31, 2001. and $530 miltion at December 31, 2000, net of

accurnulated arnortization.

LONG-LIVED ASSETS

We review long-lived assets, including goodwill and other intangible assers. and property, equipment
and capitalized sofiware, for events or changes in circumstances that would indicate we might not
recover their carrying value. We consider many factors, including estimated Future cash flows associated
with the assets, 1o make this decision. We record assers held for sale at the lower of their carming

amount or fair value. less any costs for the final setilement.

OTHER POLICY LIABILITIES
Other policy liabiliues include the rate stabilization fund associated with the AARP program (see Note 3)
and customer balances related to experience-rated insurance products.

Customer balances represent premium payments we have received that exceed what customers owe
based on actual claim experience, and deposit accounts that have accurnulated under experience-rated
contracts. At the cusiomer’s option. these balances roay be refunded or used 1o pay future premiums or

claims under ebgible contracts.

INCOME TAXES

Deferred income tax assets and liabilities are recognized for the differences between rhe financial and
income tax reporting bases of asscts and liabiliries based on enacted tax rates and laws. The deferred
income fax provision or benefit generally reflects the not change in deferred income tax assets and
liabilities during the year. The current income tax provision reflects the 1ax consequences of revenues

and expenses currently taxable or deductible on various income tax returns for the year reported.

STOCK-BASED COMFPENSATION

We do not recognize compensation expense in connection with employee stock option grants because
we grant stock options at exercise prices that equal or exceed the fair market value of the stock on the
date the options are granted. Information on what our stock-based compensation expenses would have
been had we calculated those expenses using the fair market values of outsranding stock options is
included in Note 9.

PRGT ﬁ UnitedHeaith Group



NET EARNINGS PER COMMON SHARE

We compute basic net carnings per common share Ly dividing net carnings by the weighled-average
nurnber ol common shares outstanding during the period. We determine diluted net carnings per
cornmon share using the weighted-average number of commoan shares outstanding durning the perod,
adjusted for the dilurive effect of common stock equivalents, consisung of shares that might be 1ssued
upon excrcise of common stock aprions

DERIVATIVE FINANCIAL INSTRUMENTS

As part of pur risk management strategy we may enter into interest rate swap agreements to manage our
exposurc 10 interest rate risk. The differential between fixed and variable rates o be paid or received is
accrued and recognized over the life of the agreementrs as an adjustment to interest expense i the
Consolidated Statements of Operations.

RECENTLY ISSUED ACCOUNTING STANDARDS

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Srandards (SFAS) No. 141, “Business Combinations.” and SFAS No. 142, “Goodwill and Other Intangible
Assets.” Under SFAS No. 141, business combinations initiated after June 30, 2001. must be accounted for
using the purchase method of accounting. Under SFAS No. 142, arortization of guodwill and indefinite-
lived intangible assels will cease, and the carryung value of these assets will insiead be evaluated for
impairment using a tairvalue-basced test, applied at least annually. We adopted SFAS No 142 on January 1
2002, completed the initial impairment tests of goodwill as required by SFAS No. 142, and determined that
our goodwill is not impaired. The foilowing table shows net varnings and camings per comaion share
adjusted to reflect the adoption of the non-amortization provisions of SFAS No. 142 as of the beginning

of the respective periods:

For the Yea: Ended Docencber 51
N ~ellunn excep por <hate Cetel 2001 2007

NET EARNINGS

Reported Net Earnisgs $ 913 736 S 568

S
Goodwill Amortization, net of tax effects 89 83 __ 76
Adjusted Net Earnings $ 1,002 s 821 S 644!
BASIC NET EARNINGS PER COMMON SHARE : .
Reported Basic Net Earnings per Share $ 292 $ z27 § 163
Coodwill Amortization. net of tax effects 0.29 i 0.26 022
Adjusted Basic Net Earnings per Share $ 321! $ 253
DILUTED NET EARNINGS PER COMMON SHARE :
Reported Diluted Net Earnings per Share $ 279 & 219
Goodwill Amortization. net of tax effects 0.28 ' 0.25
Adjusted Diluted Net Earnings per Share $ 307 § 244

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations.” SFAS No. 143
addresses financial accounting and reporting for obligations associated with the retirement of tangible
long-lived assets and the associated retirement costs. We must adopt the standard on January 1, 2003.
We do not expect the adoption of SFAS No. 143 will have any impact on our financial position or results
of opcrations.
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In August 2001, the FASB issued SFAS No. 144. "Accounting for Impairmenr or Disposal of Long-Lived
Assets,” which provides new accounting and financial reporting guidance for the impairmnent or disposal
of long-lived assets and the disposal of segments of a business. We adoprted the standard on Januvary 1,
2002. and its adoption dicl not have any impact on our financial position or results of operations.

RECLASSIFICATIONS

Certain 1999 and 2000 amounts in the consolidated hnancial statements han e been reclassified to
conform to the 2001 presentation. These reclassifications have no effect on net earnings or share-
holders™ cquity as previouslv reporred.

[ 3] acauisiTions

In October 2001, our Specialized Care Services business segment acquired Spectera. Inc. (Spectera). a leading
vision care bencfit cornpany in the Linited States, to expand the breadth of service offerings we exrend o
our customers. We paid $37 million in cash. accrued $25 million for addifional consideration due, and
issued 1.2 nullion shares of common stock with a value of $81 million in exchange for all ouisianding shares of
Speetera. The purchase price and related acquisition costs of approximately $146 million exceeded the
preliminary estimated fair value of net assets acquired by $126 million. Under the purchase raethod of
accounting. we assigned this amounr 1o goodwill. The results of Spectera’s operations since the acquusition
date are included in our 2001 Consolidated Statement of Operations. The pro forma effects of the Spectera
acquisilion on our consolidated financial statements were not material. In February 2002, the $25 million of
accrued consideration was satisfied by issuing an additional 335,000 shares of vur commaon stock.

In September 1999, ow Ingenix business segment acquired Worldwide Clinical Irials. Inc. (WCT),

a leading clinical research organization. We paid $214 million in cash in exchange for all outstanding
shares of WCT, and we accounted for the purchase using the purchase method of accounting. Only the
post-acquisition results of WCT are included in our consolidared financial statements. The purchase
price and other acquisition costs exceeded the estimated fair value of net assets acquired by $214 million.
which was assigned 1o goodwill and is being amortized over its estiinated useful life of 30 years. The pro
forma effects of the WCT acquisition on our consolidated financial statements were not material.

[n June 1999. our Specialized Care Scrvices business segment acquired Dental Benefit Providers, Inc.
(DBP), ane of the largest dental benefit management corpanics in the United States. We paid $105 million
in cash, and we accounted {or the acqusition using the purchase method of accounting. The purchase
price and other acquisition costs exceeded the estimated fair value of net assets acquired by $103 million,
which was assigned to goodwill and is being amnortized over its estimated useful life of 40 years. The pro
forma effects of the DBP acquisition on our consolidated financial statements were not material.

For the years ended December 31. 2001, 2000 and 1999, consideration paid or issued for smaller
acquisitions accounted for under the purchase method, which were not material to our consolidated
financial statements. was $134 million, $76 million and $15 million. respectively.
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[ 4 ] OPERATIONAL REALIGNMENT AND OTHER CHARGES

In conjuncrion with a comprehensive operational realignment initiated in 1998, we developed and
approved an implemeniation plan (the Plan). We recognized corresponding charges to operations ol

$725 million in the second quarter of 1998, which reflected the estimated costs to be incurred under the Plan.
The charges included costs associated with assel impairments; cinployee terminations: disposing of or
discontinuing business units, procluct lines and conuracts; and consohdaring and eliminating certain claim
processing and customer service operations and associated real estate obligations.

We eompleted our operational realignment plan in 2001, Actual costs incurred exccuting the Plan
excecded estimates by approximately $4 million, which has been included 1 2001 operating costs in the
Consolidated Statements of Operations. These excess costs were incurred in the fourth quarter of 2001.
Activities associated with the Plan resulted i the reduction of approximately 5.100 positions, affecting
approximately 5.800 people.

As of Decernber 31. 2000, we had completed all planned business dispositions and market exits pursuant to
the Plan. Accordingly. our 2001 financial statemenis do not include the operating results of exired businesses or
markets. Our Consolidated Staterments of Operations inclucle results for businesscs disposed of and markets
exited in connection with our operational realignment as follows: $312 million in revenues and 89 million in
earnings from operations in 2000, and $689 million in revenuces and $41 million of losses from operations in
1999. These amounts do not include operating results from the counties where UnitedHealtheare withdrew its
Medicare procuct offerings uffective January 1. 2001, and January 1, 2000. Annual revenues for 2000 from the
counties exited effective January 1, 2001. were approximately $320 million. Annual revenues for 1999 from the
counues exited effective January 1, 2000, were approximately 3230 million.

The operational realignment and other charges did not cover certain aspects of the Plan, including
naw information systemns, data conversions. process re-engineering. temporary duplicate staffing costs as
we consolidared processing and service centers. and employee relocanon and rraining. These costs werc
expensed as incurred or capitalized. as appropriate. During 2001, 2000 and 1999, we incurred expenses
of approximatelv $20 million, $37 million and $32 million. respectivelv. related io these activitics.

The table below is a roll-forward of acerued operational realignment and other charges. which are included
in Accounts Payable and Accrued Liabilities in the accompanying Consolidated Balance Sheets (in millions):

Mericancelalis -
zase Bim resses

Diber Cests e

imparrer &5 ¥

Balance at December 31, 1997 S - $ - $ -
Provision for Operativnal Realignument
and Other Charges 430 142 82 71 725 §
Additional Charges (Credits) 21 (20) (€)] 8 .
Cash Payments - (19) (6) (13) (38) §
Noncash Charges (451) - - - (451) i
Balance at December 31, 1998 - 103 67 66 236 |
Additional Charges (Credits) - (22) 13 9 -
Cash Payments - (46) (18) (43) (109) !
Balance at December 31, 1999 - 35 62 30 127 ¢
Cash Paymients - {24) (20) (18 (62) :
Balance at December 31, 2000 - 11 42 12 65
Additiorial Charges (Credits) - 10 - (6) 4
Cash Payments - (21) (11) (6) (38) i
Noncash Charges - - (31) - (31) ¢
Balance at December 31, 2001 $ - L J $ - $ - $ -

I ( ansists of noncancelable lease obiigarions for which definitive subleases have been finalized. These amounts lave been trans-
ferred to ather liability accounts as thes are fixed and dererminabie obligations
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[ 5] aarp

In January 1998, we began providing services under a 10-year contract to provide insurance products and
services to members of AARP. Under the terms of the contract, we are comnpensated for claim adminis-
tration and other services as well as for assuming underwriting risk. We are also engaged in product devel-
opment activities to complement the insurance offerings under this program. Premium revenues from our
portion of the AARP insurance offerings were approximately $3.5 billion during 2001, 2000 and 1999.

The underwriting gains or losses related 1o rhe AARP business are recorded as an increase or decrease to
@ rate stabilization fund (RSF). The primary components ol the underwriting results are prernium revenue,
miccical costs, investment income. administrative expenses, member service expenses, marketing expenses
and premium axes. Underwriting gans and losses are charged to the RSF and accrue to AARP policvholders.
uniess cumulative net losses were 10 exceed the balance in the RSF. To the extent underwrinng losses exceed
the balance in the RSF. we would have to fund the deficit. Any deficitwe fund could be recovered by under-
writing gains in future periods of the contract. The RSF balance is reported in Other Policy Liabilities in the
accompanying Consolidated Balance Sheets. We belicve the RSF balance is sufficient to cover potential future
underwriting or other risks associated with the contracr.

When we entered the contract, we assumed the policy and other policy liabilities related to the AARP
prograr, and we received cash and premiuim receivables from the previous insurance carrier equal to the
carrying value of these liabilities as of Januarvy [, 1998. The following AARP program-rclated assets and

liabilities are included in our Consolidated Balance Sheets (in millions):
Balerice 25 of Daeember 57,

2001 2000
Assets Under Management $ 1,882 l S 1623 -
Accounts Receivable $ 281 ! 277
Medicat Costs Pavable $ 867 3 853
Other Policy Liabilities $ 1,180 - $ 932 i
Accounts Pavable and Accrued Liabilitics $ 116 . ) 115 ¢

The cffects of changes in balance shect amounts associated with the AARP program acerue 1o AARP
policyholders through the RSFE balance. Accordingly, we do not include the effect of such changes in
our Consolidared Statements of Cash Flows,

-
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[ 6] cASH, CASH EQUIVALENTS AND INVESTMENTS

As of December 31, the amortized cost. gross unrcalized holding gains and lasses, and fair value of cash,

cash cquivalents and investments were as follows (in nnllions):

Grgpt e 20

2001 . RN Yz
Cash and Cash Equivalents $ - $ - $1,54
Debt Securities -  Available for Sale 3,806 121 (20) 3,907
Equity Securities - Available for Sale 201 16 (46) 171
Debt Securities - Held to Maturity 80 - - 80
Total Cash and Investments $ 5,627 $ 137 $ (66) $5,698 °
2000 S -
Cash and Cavh Equivalents $1.419 $ - $ - 51419
Debt Securitics — Available for Sale 3,198 89 (6) 3.281
Eqiry Securities — Asailable for Sale 201 61 - 262
Debr Securiries - Held to Marurity 91 - 91
_____Total Cash and Investments 54,909 $ 1530 L () $5.053

As of December 31, 2001, debt securities consisted of $1,073 million in U.S. Government and Agency
obligations, $1.684 million in state and nunicipal obligations and $1,230 rrullion in corporate
obligations. At December 31. 2001, we held $306 million in debt securities with maturities less than one
vear, $1,473 million in debt securitics maturing in one 1o five vears, and $2.206 million in debt securities
with maturities of more than five years.

During 2001. 2000 and 1999, respecovely, we contributed UnitedHealth Capiral investrnents valued
at approximately 522 million, $532 million and $30 million to the UnitedHealth Foundaton, a
non-consolidated, notforprofit organization. The realized gain of approximarely $18 million in 2001,
$31 million in 2000 and $49 million in 1999 was offset by the relared contribution expense of $22 million
in 2001, $52 million in 2000 and $50 million in 1999. The nee expense of $4 million in 2001 and
31 million in both 2000 and 1999 is included in Investmient and Other Income in the accompanving
Consolidated Statements of Operations.

In a separate disposition of UnitedHealth Capital mvestments during 2000. we realized a gain
of $27 million

We recorded realized gains and losses on the sale of investments. excluding the UnitedHealth

Capital dispositions described above, as follows (in millions):
For the Year Erded December 31,

2001 2000 1858
Gross Realized Gains $ 30 § 12 S 9 ‘
Gross Realized Losses (19) ¢ (46) (15) :
Net Realized Gains (Losses) $ 11 i S (34) 5  (6)
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[ 7 ] commERCIAL PAPER AND DEBT

Comnmercial paper and debt consisted of the following as of December 31 (in millions):

2001 eSS
) vaiue : -

Commercial Paper $ 684 $ 68 S 409 S 309
Floating-Rate Notes ; :

due November 2001 - - : 150 120
Floating-Rate Notes :

duc November 2003 100 100 - -
Floating-Rate Notes :

due Novernber 2004 130 150 - -
6.6% Senior Unsecured Notes ; i

due December 2003 250 266 250 250
7.5% Senior Unsecured Notes

duc Novernber 2003 400 433 H 400 413
Total Commercial Paper and Debt 1,584 1633 i 1,209 1.222
L ess Current Marurities (684) (684) (539) {359)
Long-Term Debt, less curcent maturities _$ 900 $ 949 $ 630 § 663

As of December 31. 2001, our outstanding cornmercial paper had interest rates ranging from 1.9%

10 2.7%. In November 2001. we issued §100 million of floating-rate notes due Novermber 2003 and
$150 million of floating-rate notes due Novernber 2004. The mtercst rates on the notes are resct quarterly
to the three-month LIBOR (London Interbank Offcred Rate) plus 0.3% for the notes due Novernber 2003
and to the three-month LIBOR plus 0.6% for the notes due Novenber 2004. As of December 31. 2001, the
applicable rares on the notes vere 2.4% and 2.7%. respectively. A portion of the procecds from these
borrowings was used Lo repay the $130 million of floating-rate notes that matured in Navember 2007.

In January 2002, we issuced $400 million of 5.27% fixed-rate nores due January 2007, Proceeds from this
botrowing will be used to repay commercial paper and for general corporate purposes including working
capital, capital expenditures, business acquisitions and share repurchases. When we issued these notes.
we entered nto wnterest rate swap agreerents that qualify as fair value hedges to convert a portion of our
interest rare exposure from a fixed to a variable rate. The interest rate swap agreements have an
aggregate notional amourt of $200 million maturing January 2007. The variable rates approximate the
six-month LTBOR and are reset on a serniannual basis,

We have credit arrangeiments for $900 million that support our comimercial paper program. These
credit arrangeinents include a $450 million revolving facility that expires in July 2005. and @ $450 million,
364-day facility that expires in fuly 2002. We also have the capacity to issuc approximately $200 million
of extendible commercial notes (ECNs). As of December 31, 2001 and 2000. we had no amounts
outstanding under our credit facilifies or ECNs.

Qur debt agreements and credit facilities contain various covenants, the most restriciive of which
require us to maintain a debtto-total-capital ratio below 45% and to exceed specified minimurm interest
coverage levels. We are in compliance with the requirements of all debt covenants.

Maturities of commercial paper and debt, excluding the impact of the debt issued in January 2002, for
the years ending December 31 are as follows (in millions):

2002 2003 2004 2003 2006 Thereafter
S 684 $ 350 $ 150 $ 400 § - 5 -

We rnade cash payments for interest of $91 million, $68 million and $43 million in 2001. 2000 and
1999, respectively,

PAGE §Q UritedHealth Group



[ 8 ] SHAREHOLDERS® EQUITY

REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We conduct our operations through our wholly-owned subsicianes. These companies are subject to
standards cstablished by the National Association of Insurance Commissioncrs (NAJC) that. among other
things, require them to maintain specitivd levels of statutory capital, as defined by each stare. and restricr
the timing and amount of dividends and ather distributions that may be paid 1o their parent companies.
Generally. the amount of dividend distributions that may be paid by a regulated subsidiary, without prior
approval by stale regulatory authorities. is limited basced on the entity's level of statutary net income and
statutory capital and surplus. At December 31, 2001, approximarelv $660 million of our $5.7 billion of cash
and invesunents was held by non-regulated subsidiacies. O this amount, approximatcly $260 million was
segregated for tuture regulatory capital needs and $230 mullion was available for gencral corporatc use.
including acquivitions and share repurchases. The remaining S170 million consists primarily of public and
non-public equity securities held by UnitedHealth Capital. our investment capital business.

The agencics that assess our creditworthiness also consider capiral adequacy levels when establishing
our debt ratings. Consistent with our intention of maintaining our senior debt ratings in the *A” range, we
maintain an aggregate statutory capital and surplus level for our repulated subsidiaries that is significantly
higher than the level regulators require. As of December 31, 2001, owr regulated subsidiaries had aggregate
statutory capital and surplus of approximartely $2.0 billion, imore than $ 1.1 billion above the $850 million
of requured aggregate capital and surplus.

STOCK REPURCHASE PROGRAM

Under our board of directors” authorization, we maintain a common stock repurchase program. Repurchases
a4y be made from time to time at prevailing prices. subject wo restrictions on volume, pricing and timing,
During 2001, we repurchased 19.6 million shares for an agaregaic of $1.1 bitlion. Through Decernber 31, 2001,
we had repurchased approximately 112.5 million shares for an aggregare cost of $3.7 billion since the program
began in November 1997. As of Decernber 31, 2001, we had buard of dircerors” authorization to purchase up to
an additional 8.8 million shares of our common stock. In February 2002, the board of directors authorized us
1o repurchase up to an additional 30 million shaves of common stock under the program.

As part of our share repurchase activities. we hanve entered into agrecments with an independent third
party to purchase shares of our commoon stock. where the number of shares we purchase. if any. depends upon
market conditions and other contractual terms. As of December 31, 2001. we had conditional agreements ta
purchase up to 6.1 million shares of our common stock at various rimes and prices through 2003. at an average
price of approximately 358 per share.

PREFERRED STOCK
At December 31, 2001, we had 10 million shares of $0.001 par value preferred stock authorized for
issuance. and no preferred shares issued and outstanding.

DIVIDENDS
On February 12, 2002. the board of directors approved an annual dividend For 2002 of $0.03 per share The
dividend will be paid on April 17, 2002, to shaceholders of record at the close of business on April 1, 2002.

[ 9] stock-BASED COMPENSATION PLANS

The company maintains various stock and incentive plans for the benefit of eligible employvees and directors. As
of December 31, 2001, emplovee stock and incentive plans allowed for the future granting of up to 29.6 million
shares as incentive or non-gualified stock options, stock appreciation rights. restricted stock awards and
perforinance awards. Our non-employee director stock option plan allowed for future granting of 710,000
non-qualified stock options as of December 31, 2001.
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Stock options are granted at an exereise price not less than the fair market value of the common stock ai
the date of grant. They gencrally vest over four vears and may be exercised up to 10 vears from the date of

grant. Activity under our various stock plans is summarized in the table below (shares in thousands)-

Stees Stares '
Qutstandling ar Beginning of Year 44.080 36,748 319
Cranted 8516 14,406 s 20 .
Excrcisedd (12.331) (4.666) L VA
Farfeiced {1.453) {2.408) S 20
Ourstanding at Enel of Year 38.810 44,080 s 19
Lxercisable at Eud of Year 17.367 15558 S 17
As of Decembeor 31, 2051 Icir g Ozfiars 2.

Nurtar
Ranze of Sagiias Proey rehng Cpten TErr {veatw Ezer a2
$0-520 2.4 $ 5253 s 17
$21-840 74 § 24 14,188 s 22
$41- 370 9.1 $ 53 134 $ 51
$0-$70 38337 74 s 29 19,585 S|

We do not recognize compensation cxpense 1 connection with stock option grants because we grant stock
options at exercise prices that equal or excecd the fair market value of the stock at the rimne options are
granted. IT we had determined compensation expense using fair market values for the stock oprions. net

earnings per common share would have been reduced to the following pro forma amounts:

L ————— e e L 2001 — 23‘)::. [ S p—
Net Earmings (in millions) :
As Reporeed $ 913 : $ 736 $ 368
_ ProTorma _ $ 831 $ 660 § 531
Basic Net Earnings per Common Share
As Reported $ 2.92 . g 2.27 $ 163 !
Pro Forma .S 266 $ 204 S 132 .
Diluted Net Earnings per Common Sharc i :
As Reported $ 2.79 | $ 2.19 s 160
Pro Forma $ 2.54 ¢ $ 1.96 $ 150 -
\Weighted-Average Fair Value per Sharc of
Options Granied $ 23 i S 14 5 12 i

To determine compensation cost under the fajr value methad. the fair value of each option grant is
estimated on the date of grant using the Black-Scholes option-pricing model. Principal assumptions we
used in applying the Black-Scholes model were as follows:

: 2001 2000 §5%

Risk-Frce Interest Rate 3.7%; 5.0% 6.7%
Expected Volatility 45.9%: 49.0% 50.0%
Expected Dividend Yield 0.1%: 0.1% 0.1%}
Expected Life in Years 48 4.5 50 ¢

We also maintain a non-leveraged cmployee stock ownership plan and an ernployee stock purchase plan.
Activiry related to these plans was not significant in relation to our consolidated financial results in 2001.

2000 and 1999.
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PASE

[ 10 ] incomE TaxEs

Components of the Provision (Bencfit) for Income Taxes

Yerr Indad i cember 21 {inomyhons) 2001
Cuwrrent :
Federal § 524

State 45

Total Currene 569
Deferred . - _...(10)

. Total Provision . $ 559

§ 330
38

368
-l
3 418

1559

264
36 ¢
300 ¢
26
5 326,

o

Reconciliation of the Tax Provision at the U.S. Federal Staturory Rate to the Provision for Income Taxes

Yeor boed Dovamober 33 G milleans) 2001
Tax Provision at the
C.S. Federal Statutory Rate $ 515 ¢
State Income Taxes, net of federal benefi 29 .
Tax-Excmnpt [nvestment Income 21
Non-deductible Amortization 29
Charitable Contributorns - i
Othert. net 7:
_ Provision for Income Taxes $ 559

Components of Deferred Tncome Tax Assets and Liabilities

iet 51 Dmonlloned

Deterred Income Tax Asscts
Accrued Expenses and Allowances
Unearnced Premiums
Medical Casts Payable and

Orher Policy Liabilities
Ner Operating Loss Carrviorwards
Other
Subrtotal

Total Deferred Income Tax Assets

Deferred Income Tax Liabilities
Capitalized Software Development
Net Unrealized Gains on Investments

Available for Sale
Depreciation & Amortization
Total Deferred Income Tax Liabilities

Net Deferred Income Tax Assets

58t

$ 404 s 3131
29 21

: (17) (16)!
: 27 251
(18) {(16);

(6) (4)i

$ 419 S 3261
2001 2005 .

$ 198 s 126
65 : 74

84 ! 84

39 2

30 ! 10
416 | 336 |
(53); (36);
363 ; 280 |
a28), (80)!
O (59):
(22) (12):
EVH (151)}
$ 182 ! $ 129

‘aluation allowances are provided when ir is considered unlikely that deferred tax assets will be realized.
The valuation allowance primarily relates to future tax benefits on certain purchased domestic and foreign

net operating loss carryforwards.

We made cash payments for income taxes of $384 million in 2001, $352 million in 2000 and $214 million
in 1999. We increased additional paid-in capital and reduced income taxes payable by $133 million in 2001,
$116 million in 2000 and $23 million in 1999 to reflect the tax benefit we received upon the exercise of

nop-qualified stock options.

The company, together with its wholly-owned subsidiarics, files a consolidated federal income tax
return. Tax returns for fiscal years 1998 and 1999 are currently being examined by the Internal Revenue

Service. We do not believe any adjustments that may result will have a significant impact on our consoli-
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dared operating results or financial position. Examinanons for the 1996 and 1997 rax years have been

completed and did not have a significant impact on our consolidated operating resulls or financial position.
[ 11 ] coMMITMENTS AND CONTINGENCIES

LEASES
We lease facilities, computer hacdware and other equipment under long-ierm operating leases that are norr-
cancelable and expire on various dates through 2011, Rent expense under all operating leases was $135 million
in 2001. $132 rmllion in 2000 and $129 million in 1999.

At December 31, 2001, future minimum annual lease payinents. net of sublease incomne. under all
noncancelable operating leascs were as follows (1n millions).

2002 2073 2004 - 2005 2093
$ 99 $ 90 $ 77 ) $ 68 $ GO
SERVICE AGREEMENTS

[n 1995 and 1996. we entered into three separate contracts for curiain data center operarions and support, and
network and voice communication services, cach with an approximate term of 10 vears. Expenscs incurred in
conmnection with these agreements were $196 miillion in 2001, S182 million in 2000 and $172 miillion in 1999,

LEGAL MATTERS

Because of the nature of our businesses, we are routinely party 1o a varicty of legal actions related to
the design, management and offerings of our services. These matters include: claims relating to health
care benefits coverage, medical malpractice actions; allegations of anti-competitive and unfair business
activities; disputes over compensation and termination of contracts including those with physicians
and other health care providers; disputes related 1o our administrative services, includ ing actions
alleging claim administration ercors and failure to disclose rare discounts and other fee and rebare
arrangernents. disputes over benefit copavment calculations: ¢claims relared to disclosure of certain
business practices: and claims relating to cusromer audits and coniract performance.

In 1999. a number of class action lawsuits were filed against us and virrually all major entities in the health
benefits business. The suits are purported class actions on behalf of certain customers and plnsicians for
alleged breaches of federal statules, including the Emplovee Retirement Incorne Security Act of 1974, as
amended (ERISA). and the Racketeer Influeniced Corrupt Osganization Act (RICO). Although the results
ol pending litigation are always uncertain, we do not believe the results of any such acrions, including those
described above, currently threatened or pending will, individually or in aggregate, have a material adverse
efflect on our results of operations or {inancial position.

GOVERNMENT REGULATION
Our business is regulated dornestically at federal. state and local levels, and internationally, The laws and rules
governing our business are subject to frequent change, and agencies have broad latitude ro administer those
regulations. State legislatures and Congress continue 1o focus on healih care issues as the subject of proposed
legislation. Existing or future laws and rules could force us to change how we do business, restrict revenue and
enrollment growth, increase our health care and adminjstrative costs and capital requirements, and increase
our liabiliy related to coverage interpretations or other actions. Further, we must obtain and maintain
regulatory approvals to market many of our products.

We are also subject to various governmental reviews, audits and investi sations. However, we do not
believe the resulis of any of the current audits, individually or in the aggregate, will have a material
adverse effect on our financial pasition or results of uperations.

[ 12 ] SEGMENT FINANCIAL INFORMATION

Factors used in determining our reportable business segments include the nature of operating activities,
existence of separate senior management teams, and the type of information presented to the company's
chief operating decision-maker 1o evaluate owr results of operations.

riGE D4 LniwdHeait: Group



Our accounting policies for business segment operations are the samce as those deseribed in the Summary of
Significant Accounting Policies (see Note 2). Tramsactions between business segments principally consist of custonicr
service and claim processing services Liniprise provides to UnitedHealthicare. ceriain product offerings sold to Uniprise
and UnircdHealthcare customners by Specialized Care Services. and sales of medical benefirs cost. quality and utilization
data and predictive modeling to UnitedHealtheare by Ingenix. These vansactions are recorded at management s best
estimate of fair value. as if the services were pwrchased from or sold to third parties. All intersegment transactions are
eliminated in consolidation. Assets and liabilities that arc joinuv used are assigned (o cach segment using estimartes of pro-
rata usage. Cash ond invesunents are assigned such that each scgmient has ininimum specified levels of regulstory capital
or working capital for norregulated businesses. The *Corporate and Elitninations” colunin includes comparnywide costs
associated with core process improvement initiatves, net expenses from chavirable contributions to the UnitedHealth
Foundation, and chminations of intersegment rransactions. In accordance with accounting principles generally
accepted in the United Stares, segrnents with similar economic characteristcs may be combined The financial results of
UnitedHealthcare and Ovations have been combined in the Health Cave Services segment column in the tables
presented on this page because both businesses have similar products and services. types of customers. distnbution
methods and operational processes, and both operate n a similar regularory ensironment (in milliors).

Hez'th Cae Spaciz 17#4

2001 . S Uripnge (ara Servges o R A o o
Revenues - External Customers $ 20,259 $ 1,841 $ T4 $ 339 $ - $23,173 |
Revenues - Intersegment - 587 h04 108 (1,199) -
Investment and Other Income 235 34 16 - “4) 281
Total Revenues $ 20,494 $ 2,462 $ 1,254 $ 447 $(1,203) $23,454
Earnings From Operations $ 94 $ 3714 $ 214 $ 48 $ (14 $ 1,566 !
Total Assets’ $ 9,014 $ 1,737 $ 848 $ M $ (200) $12,170
Net Assets’ $ 3,408 $ 1,020 $ 514 $ 646 $ (158) $ 5430
Purchases of Property, Equipment

and Capitalized Software $ 152 $ 1N $ 33 $ 69 $ - $ 425
Depreciation and Amortization %8 101 $ 81 $ 33 $ 50 _3 - $ 265 .
2000 . - . —
Revenues — External Customers §$18,502 S 1,595 $ 503 5290 $ - $20,890
Revenues — Intersegment - 520 461 85 (1.066) -
Investment and Other Tncomne 194 25 10 - 3 232
Toral Revenues N $18.696 § 2140 $ 914 S 375 $(1063)  $21.122 i
Earnings From Operations 5 739 § 289 § 174 s 32 5 (39 § 1.200
Total Assets” $ 8,118 $ 1,578 $ 525 $ 730 $ (133) $10.818
Nel Assets* $ 3,085 $ 978 $§ 276 3 617 5 (113} ¥ 4.843
Purchases of Property, Equipment

and Capitalized Software 3 88 $ o § 28 $§ 3 $ - § 245
Depreciation and Amortization $ 100 § 715 £ 25 47 $ - $ 247
1999 i
Revenues — Exterpal Customers 317419 $ 1398 $ 328 5 198 $ - $19343 |
Revenues — Intersegment - 445 393 39 (897) -
Investment and Other Incoine 162 22 3 1 29 219
Total Revenues $ 17,581 $ 1,865 S 726 $ 238 3 (868) $19.562
Eamings From Operations $ 378 § 222 § 128 $ 23 s (0 § 943 ¢
Total Assets' $ 7.364 $ 1411 § 446 $ 683 § 206 $10,110
Net Assets’ $ 2.892 $ 953 § 230 § 573 s 221 § 4869 i
Purchases of Property, Equipment :

and Capitalized Software s 69 S 71 § 28 $ 28 $ - $ 196 ¢
Depreciation and Amortization 3 97 ) 76 S 23 s 37 $ - § 233

1 Total Asets and Nat Assots exclude, where applicable, debt and accrued interest of §1.603 willion, $1,222 mli‘on and $1.002 mihon,
Income wy-related assets of $316 million $235 million and $163 rallion. and incoms tax-related labUties of $232 million, $168 mllion
and §167 nullion as of Decemnber 31, 2001. 2000 and 1999, respectively
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[ 13 ] QUARTERLY FINANCIAL DATA (UNAUDITED)

“in awlbons,

2001

Revenues

Medical and Operating Expenses
Earnings From Operations

Net Earnings

Basic Net Earnings per Common Share
Diluted Net Earnings per Common Share

2000

Revenues

Medical and Operating Expenscs
Earnings From Operations

Net Earnings

Basic Ner Earmnings per Common Share
Diluted Net Earmings per Cotnmon Share

$ 5,680
$ 5,315
$ 365
$ 212
$ 067
$ 064
$ 5,099
$ 4.826
S 273
S 174
$ 033
§ 052

¥ 2 O B

$

sene U

5,813
5,429
384
223
0.71
0.68

5.220
4,932
288
170
0.52
0.50

$
$
$
$
$
$

BT - I I 75 Y

3

5,941
5,545
396
231
0.75
0.71

5.369
3.060
309
182
0.56
054

$
$
$
$
$
$

oy 1

o U

$

be 30

6,020
3,599
421
247
0.79
0.76

5,431
5.104

330
210¢
0.66
063 :

I Inelurkes a $14 miijon, v permanein tax beneft related o e contnbution of United! lealth Capual muastiments o the
UrnacdHealth Foundanoen kExchading thils benelit, Net Earnings and Diluted Nei Eanings pec Common Share were $160 m 1o

and $0 48 per share, respectively

2 [nelurdes a $27 nudlion ain {317 million alwr tax) 1elated Lo the dspostion of Unitedflealith Capira: invesumerts. Exeluding
this gain, Net Farnings and Diinted Not Farings per Commzou Share were 3183 imillion and $0 58 per shave. respeetively
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REPORT OF MANAGEMENT

The management of UnitedHealth Group is
responsible for the integrity and objectivity of the
consolidated financial information contained in
this annual report. The consolidated financial
statements and related inforination werce
prepared according (o accounting principles
pgenerally accepled in the Linited States and
include some amounts that are based on
management’s best ostimates and judgments.

To meet its responsibility. inanagement
depends on its accounting systems and related
internal accounting controls. These systems are
designed to provide reasonable assurance. at an
appropriate cost. that [inancial records are
rehable for use in preparing financial statements
and that assets are safeguarded. Qualified
personnel thraughour the organization maintain
and monitor these internal accounting controls
un an ongoing basis.

The Audit Committec of the board of
direcrors, compaosed entirely of direcrors who are
not employecs of the company. meets periodically
and privatels with the compans's independent
public accountants and managemenf to review
accounting, auditing, internal control, financial

reporting and other matiers.

William W. McGuire, MD
Chairman and Chiel Executive Officer

Stephen 1. Hemsley
President and Chief Operating Qificer

Patrick J. Erlandson
Chief Financial Officer

LnutedFealth Grrup

REPORT OF INDEPENDENT PUBLIC
ACCOUNTANTS

To the Sharchalders and
Directors of UnitedtTealth Croup Incorporated:

We have audiied the accoinpanying conseli-
dated balance sheets of UnitedHealth Group
Incorporated (a Minnesora Corporation) and
Subsidiaries as of December 31. 2001 and 2000,
and the related consolidated statemnents of
opcrations, changes in sharcholders” equity
and cash flows for rach of the three vears in
the periwod ended Decemnber 31, 2001, These
financial staterments are the responsibility of
the Company’s management. Our responsi-
bility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance
with auditing standurcs gencrally accepted in the
United States. Those standards require that we
plan and perform the audit to obtan reasonable
assurance ahout whether the financial staterments
are free of material misstatement. An audit
includes examining. on a rest basis. evidence
supporting the amourns and disclosures in the
financial statements. An audirt also includes
assessing the accounting principles used and
significant estimares made by managemenr. as
well as evaluating the overall financial statemont
presentation. We beliove that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statemceris
referred 0 above present fairly, in all material
respects, the financial position of UnitedHealth
Group Incorporated and its Subsidiaries as of
December 31, 2001 and 2000. and the results of
their operations and their cash flows for each of
the three years in the period ended December 31.
2001, in conformity with accounting principles
generallv accepred in the United States.

ARTHUR ANDERSEN LLP
Minneapolis. Minnesora
January 24, 2002
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William C. Ballard, Jr.
Thomas H. Kean
Douglas W. Leatherdale
William W. McGuire
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FINANCIAL PERFORMANCE AT A GLANCE

GROWTH & PROFITS - CONSOLIDATED'

(v millons except per shag data) 2001 . 2000 el

Revenues $23454 . $ 21122 $ 19562
Continuing Markets Revenue Growrh Rare 15% : 12%, 13% :
Earnings T'rom Operations $ 1,566 $ 1.200 § 943
Operating Margin 6.7% . 3.7% 1.8%
Rerurn on Net Asseis 30.7% : 25.5% 19.8% -
Net Earnings $ 913 | S 705 s 363
Net Margin 3.9% ; 3.3% 29% .
Diluted Nex Earnings per Share § 279 $ 210 S 1.59

GROWTH & PROFITS - BY SEGMENT

(in nutlions) 2000 2060 "985

HEALTH CARE SERVICES
Revenues $20,494 5 18,696 $ 17,381

Earnings Frain Operations $ 9 s 739 $ 578 |

Operating Margin 4.6% ; 1.0% 3.3%

Return on Net Assets 29.2% 24.6% 20.6% ¢
UNIPRISE :

Revenues $ 2,462 S 2,140 S

Earnings From Operations $ 314 . s 289 $

Operating Margin 15.2% ; 13.5%

Return on Net Assets 37.2% . 30.6%
SPECIALIZED CARE SERVICES :

Revenues $ 1,254 3 974 1%

Larnings Fromn Operations $ 214 s 14 s (28 .

Operating Margin 17.1% ¢ 17 9% 17.6%

Return on Net Assets 59.1% ! 68 B 80.0% !
INGENIX ;

Revenues $ 447 $ 375 S

Earnings From Operations $ 48 | $ 32 3

Operating Margim 10.7% : 8.5%

Return on Net Assets 75% ' 5.2%
CAPITAL ITEMS
{m mmlllons. except per sharc data) . 2001 2000 1999
Cash Flows From Operating Activities $ 1,844 $ 1521 5 1189
Capiral Expenditurcs $ 425 $ 245 $ 196
Consideration Paid or Issued for Acquisitions $ 255 ! $ 76 § 33
Debt to Total Capiral 28.9% 24.7% 20.4%
Retwrn on Shareholders’ Equity 24.5% 19.0% 14.1%
Year-End Market Capitalizacion $21,841 $ 19,470 S 8.896
Year-End Common Share Price $ 7077 ! 3 61.38 $ 26.56

1 Excludes nonrecurring flems in 1999 and 2000, as deseribed in foorares 1 and 2 at the botrom of page 22.
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INVESTOR INFORMATION

Market Price of Common Stock
The following tablc shows rhe range of high
and low sales prices for the company’s stock
as reported on the New York Stock Exchange
for ihe calendar periods shown through
February 25, 2002. These prices do nor in¢lude
cornmissions or fees associated with purchasing
or sclling this security

g ¥
2002
First Quarter

Through February 25 2002 § 75.75 $ 6852 |
2601 i
First Quarter $ 6436  $ 5050 ;
Second QQuarter $ 6740 $ 52.50 ;
Third Quarter $ 70.00 $ 5880 i
Fourth Quarrer $ 72.80 § 6242 ;
2000
First Quarter 3 32.33 § 2318 !
Seeond Quarter 3 4450 S 28.88 |
Third Quaricr § 30.56 $ 39.06
Fourth Quarter o S 63.44 S 863}

As of Pebruarmy 23, 2002 the comrpars bad 12,970 sharctolders

ol record
Accounr Questions
QOur transler agent, Wells Fargo. can help you
with a variety ol shareholderrelated services,
including:

Change of address

Loststock certificates

Transfer of stock to another person

Addstional administrative services

You can call our transfer agent at (800) 468-9716
or locally at (651) 450-4064.

You can write them at:
Wells Fargo Shareowner Services
P.O. Box 64854
Saint Paul, Minnesora 55164-0854

Or you can e-mail our transfer agent ar:
stocktransfer@wellsfargo.com

Ln:tedHealth Croup

Investor Relations
You can contact UnitedHealth Croup lnvesior
Relatiors any time to order, without charge,
financial documents, such as the annual report
and Form 10-K. You can wrile to us at:

Investor Relations, MN0O8-T930

UnitedHealth Group

P.O. Box 1459

Minneapolis. Minnesota 35440-1439

Annual Meeting

We invite UnitedHealth Group shareholders to
attend our annual meeting, which will be held
on Wednesday, May 13, 2002, at 10 a.m., at
UnitedHealth Group Center, 9900 Bren Road
East, Minnetonka, Minnesota.

Dividend Policy
UnitedFlealth Group's dividend policy was cstab-
lished Ly its board of directors in August 1990.
The policy requires the board to review the
company's audited linancial statements following
the end of each fiscal year and decide whether it
is advisable ro declare a dividend on the
ourstancing shares of common stock.
Shareholders of record on April 2. 2001,
received an annual dividend for 2001 of $0.03 per
share. On Februan 12. 2002. the board of dircerors
approved an annual dividend for 2002 of $0.03 per
share. The dividend will be paid on April 17, 2002,
to shareholders of record at the close of business
orr April 1, 2002.

Stock Listing
The company’s common stock is traded on the
New York Stock Exchange under the symbol UNH.

Information Online

You can view our annual report and obtain more

information about UnitedHealth Group and its

businesses via the Internet at:
www.unitedhealthgroup.com
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2002 ANNUAL REPORT

We imagine health care as it could be.



Between the health care system that exists today and
the health care system we imagine, there lies significant
opportunity — to make health care services more
accessible for all Americans, to improve the quality of
care, and to help individuals take.q_ more active

role in their own health and well-being.

"CHAIRMAN'S LETTER -

or UnitedHealth Gmup, 2002 was another year of change and positive performance.

The disciplined application of our business principles combined with the competencies

thdt. form the foundaton of our busmesses contmue to mamfest themselves in exceptional
.operating and financial results. Dwa_:r:ﬂﬁc.t]:lon -designed to serve.unique ‘populations,
facilitation of health care c-li:qisioﬁs;'and ir\terv'entim_ls, and sup'p_ort_ of consumers, phys'lciz-ms

ahd'-emploverq with scnfitfés that address 'th eir needs.—- all con tr'ibut'cd 'to record pc:rforma.nce.

,Om cnt.crpnsc had sngnlhcant lmpact on- advancmg hedlt.h and mell bcmg for thc vaned
~“consmuenaes we serve. We lmproved thc quahty, safcty and cost-cffccuvcness of the health'-
- -Cd.re dec:smns made by 11‘11"10!1‘5 of pcople and thousands oi plnsxaanb other care prouders - )
.and health care institations. Our advances helpcd to’ increase efficiency a.nd diminish waste. - -

in_the administration of hcalth care semces We- mtroduced new proclucts to respond to thc

“needs of the people, employers and govemments who purchasc hcalth ‘care services.
Importantly, we CO_l'll‘.ﬂbl_lth to 1mpr_c_n{1ng the quality of héalth care for at mk ‘population
__-groups, such as the eldcrl')",’l-l_:h:e :ii&dr anci ti:iosé bl-lrdcn-ed with chronic illness. . -

- - . N



UnitedHealth Group realized significant growth, operating results and swategic advances i:} 2009;

> We increased by more than 2.5 million the number of pcople we dircct-]y SErve.
UnitedHealth Group companies now contribute’ to improving the health of more than

48 million: Amnericans.

> Revenues rose’to exceed $25 billion.

> Earnings per share grew 52 percent, to 54.25‘ per share.

> Cash_ flows from operations increased 31 percent, to $2.4 billion.

"> The British government engaged us to assist the National Health Service in improving

health outcomes for.seniors in Great Britain. .

. > Our skills a.nd capacmes to serve the underinsured were enhanced through the acqunsmou :
of Amer lChOlC(‘.‘

> We accelcrated our m1granon toward snmple, integrated, paperless, Imernet based Services,

executing at a pace of more than 60 million annual Internet transactions.

‘These accomphshmem,s dcmonscratc th¢ value ‘we bring to a challcngmg marketplacc and
) underscore the i }mportance of making this critical part of our society, simpler, more aﬂ'ordablc
more accessible and more understandable. The American health care system needs to \\-ork

better, and our competencies and values should help in that effort for vears 16 come. -

. Beyond the business results we ‘achievedand the contributions we have made, there is an
cven more compelling and larger oppor-tunity for advancing health on behalf of our entire
nation. A donmmnt emergmg theme is the recogn ition.that there is a limit to the economic
resources any souety can allocate to the health of its citizens. Critical choices-are inevitably

- confronted wh(.n thee.e limits are dpproached whether by individuals, meloyers (,hd.ntdb].&

emerpnses or gmcmmems Tiis time to addt’css this concern.

We have many reasons to be proud of the American health care system and-the: medical.
-science assocxated wuh it, but we also ‘have s&g‘mflcant opportunity to make it beuer Today our
" nation spends’ comlderably more on hcalth care than any other country, yet, has failed to0-
“realize. cven near optimal IESult.s for these expendltures. Dcspm: spendmg more than twice as

much per. caputa as the avgmge spendmg of the mdustrmhzed ccmnmes of the world our ovemll

'-health pobmon was 37th’ among the 191 nations ranked by Lhe'V\vOrld IIealrh Orgammuon.
-Amencan life cxpcctancy af blrth and. infanr, mortahty are only awcragc, and _-hlldhOOd -_

Jmmunuanon rates place umn the semnd ud.l‘tl.le of this rou thhm our count , there
. P q group. rY

is. 1mmense dlSpanty in hcahh status among out states, and when thc hcalth ftawus of -
sub populauons i5- cxammed dxsturbmg chsparmes conunu«: tQ be expenenced by millions
. oi our c:tuem,; The smlpla point is, Amenca s dramartlcally h;gher health care spcndmg
: and- assocnated consumpuon toes not consistently correlale with supenor health outcomes
for our. soc:ety does nar result in access to care. for mllhO!‘lS of Amerlcans and cannot be

- economlc.ally sustamed without mgmﬁcant adx crse consequences. )
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Improved quality of health care
for every individual.



These aspects of our health care system are not acceprable, especially given our level of

expenditure and the quality of our health care resources. If we as a nation are to address

-these challenges, fundamental questions must be raised and resolved:

> Are we prepared and able 1o confront both the economic and moral questions concerning
how much of.our national wealth shiould be allocated to health and how tha[ allocation should

be distributed throughout sncnewr

> Are we willing to examine the sources of waste and the contributors to sub-optimal health

care outcomes, and use that information as the foundation for change and innovation?

> Is it realistic to expect that our health’ care spending can be predominately based on

" scientific evidence rather than other less rellable factors and, if so, do we have an Adequate

scientific 1nfmtmcturc to provide such mformaﬂon'

».-Can we work together across profesmonal chscxplmes and polmcal 1dcolog1es and through

pubhc perdte and commumty partnerships (o- 1mplement solutions?

> . Will wé as mdmduals prcpau: ourse]vcs to exercise personal restraint regardmg uulu;anon of

* lifmited-and expensxve health care resources; and demand. the same of health care professmnals, T

in order 1o realize enhanced and cost—eﬂecm’e heatth outcomcs for oursclvcs, our families and

our communities?

The questiorns are €asy 19 frame. The. answers are complex and the solutions are elushe —
partlcularly ina socxcty which, despuc the-urgency of the issue, seems 1eluc,t:mt to address

under]ymg causcb and seek resolution.

In health care, we use far too many resonrces, and we use them- incfficiently. This waste of .

precwus drld limited health care resources may be our sation’s most serious hedlth issue.

Whlle the evidence of this situation .is prominently reﬂccted in. the. conunuously and

dramancally escalating cost of health care, itis Lraglcally experlenced by a growing, numbcr

--of Americans who cammt 2CCESS or affmd_health care and asa result suffcr from preventabl(.

dlsea.se and premature death

s Pmndmg bcuexz mformauon and tools ior consumers to fac:htate t.heLr partl(:lpat!on wn_h

physu:xan,s m makmg health care decxsmns. LT
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These themes focus on how the national assets of health care, both public and private, can
be made more effective when given sustained leadership and sponsorship from legislative,
caregiving and business communities. Our voice, along with others, stimulated considerable
discussion, but real action has been lackmg Based on all we Luuw today, these areas of focus

are clearly correct and must continue to be advanccd.

Even as we call for nadonal inidatives, it is imperative that each of us remembers there
are important acions we as individuals can and must-take. This is partcularly apparent when we

consider that individual behavior and consumption patterns, similar to those associated with

"traditional consumer goods and services, are surpas,v,ing important factora such as new medical

-technology and aging as contributors. to dram.mcally rising health costs. More Americans are

Lhoosmg to consume more service umts per caplta — driving the crisis in affordable health care: -

" And, as néted earlier, this is occurrmg wu;hout achlevmg optimal hcal(h for all.

This implies that our use of resources is not_sufﬁciently b_ased on the best science and dees

not ‘necessarily contribute to better:health outcomes. Instead, too many of our health

-decisions — such as the use of some diaguostic tests, prescription drugs and medical

‘procedures -— are influenced bv persona] consumer demand and marke[lng iand Advemsmg

- pressures rather than scientifically proven appropriateness and cost- effecnveness A striking

level of our health-related conbumptlon is totally dlscretmnary ‘e must d6 beiter when

dealing with such an 1mportam social fssue and resource.

Fach of us has a responubxhty 10 use health care resources wisely, We must u:cog'mze that -
our pcrsonal and family health: _choices have consequences for all of us as a community of

people, not just for each of us as individuals. And until individuals decide to become more. -

- effective and prudcnt users of health care rcsources we will not achieve a more appropnate

and rational use of Lhese important social assets. Until. then, our deba[es will center on where .

. to find more money 10 fund the- sub—opumal status quo; the consumer chalogue will contmuc

: [0 focus on the desire to have whatever we’ want whenever we want it, often regdrdless of

’ obscured bchmd pal‘tISdn mterests., .

: :efﬁcaq or appropnatem:ss and any medmngful actions towarcl lmprmvemcm will be :

: ;":It ;s dxfﬁcult for most peopke tp knowthQWmuch care is enough? and hew much 15 “ioo much.”

4

We have- leamed that wheng Lhc costs o care a:e laxgcly shxelded from the. mdmdual by thelr
' employer ] mqqmnca poh(y, itis djfﬁcult for people to fully a.pprecmte t.hc resource and ﬁnancnal
e consequences of mclr dcas:ons or those amade o then' behalf. This is often the case for sthe
o roughly 85 percem of Amencan consumcrs for whom the vast ma_;ontv of heal th co;ts are bornc

- ‘through employer— or’ govcmmcm—spon.sored bcnehts. At the other cnd of the spectrum are | -

those w1thout any form of heahh care sponsorshlp They are fully cxposed to dramauc cost':- .-

: _’cscalauon dﬂd often lack Lhe ﬁnancnal capacnty to aciess even the most ‘essential Ieve]s of care.




Decisions grounded in scientific data.



Individual involvement
in health care decisions.



An Inevitable result of these circumstances is overnse, misuse and underuse of health care
resources. Overuse and misuse are wasteful and increase the likelihood of harm and error
Underuse is equally detrimental since it is critical that individuals obtain the right carc at the

right time. All of these situations carry negative economic and health CONSEQUENCEs.

We need to increase the individnal s role in the appropriate use and presersation of health carc
resources and, at the same time, help individual consumers optimize their decns;on Pprocesses.

National leadership in this matter is crmcal Several steps are appropriate:

> Dclivering sustained eclucati()n prdgrams for school, workplace and clinical settings that

’rocus on:appropriate health care use and resource conservation.

o> Encouragmg development of .information sources for consumers that are v01d of

commeraa] bias.

> DeveIOpmg media channels tha[ w:ll _effectively counterbalance ~— through enlightened
- mdmdudl 1cspmmb1hty - the inténse commercml advertising that has stimulated oftt:n
md1scnm1nate consumpuon of pharmaccuncals, dlagnostlc scrv1ccs and carlv stage mcd:cal

mI.erveu tions.,

> Creating well-defined guidelines. and incentives to establish_evidencebased care as the

appropriate care standarc, with financial deterrents for excessive or non-evidence-based services.

Fach of us ihdividuall}~ bears a, critical respomiBilitv o use -:Ou-l' finite health care rescurces
intelligently. Only in that way will we be able 10 serve all those in need, without regard to ﬁnancml
status. This type of enlightened mdlwdual stewardsblp has been a cornerstone uf manv gr(:'dt
' societal advancements made in’ dur country. Our successes in land and water: management in
" carlier decades became a model to other natons for not only wnservauon but even restoration
-of natura] resources Individual commn.mcnt coordmared with leglslamc md industrial

mmauves was at the core of those sw:cesses (,omparablc: success in such matters as the war on

. drugs, automobile safetv and theé avallablhty and 1mportance of hlgher cducatnon occurred

because mdmduals bccame mvolved under govemmental sponsorshtp to remedy problems of

-"nanorlal mterest‘hndqprqpomom W¢ must mdlvxdudlly and collecuve]y brmg the same focuscd




By investing in technology, information tools, facilitation of care and basic operaung disciplines,
UnitedHealth Group is taking meaningful steps toward achieving a better health care system.
We are addressing a vast, critically important and dynamic marketplace, and the outlook
for our compaﬁy is very positive. Continued focus on business execution and -the needs
of those we serve should provide us with ongoing.growth and a position of increasing

relevance in the area of health and well-being.

As a research scientist, practicing physician, businessman and
consumer, I have for more than 30 years expenienced firsthand rlie
wonders that health care can achieve, as well as the frustration and
di.‘sappointment when it falls short of it.;; potential. It is essential that
Jwe dppre(:mttr on an intellectual-level the realities of the complex

socml commerc1a1 and scxenuhc 1ssues thal 1mpact healr.h care at

S . the natwna.l level. It is vital that we continue to imagine at the level
- William W. McGuire, M.D.
o of the huma.n spirit what can be done in our health care system, and-
<. . what it means for- all people when esscnnal needs are opnmally
addre_%cd The tools for change and i lm'pTO'bElTlCﬂ[ are d\r‘ula.ble. We must use-them as we addrgss -

the, cxjmgal need for change and the bg:nehts that will result.

For our nation 10 advance with enduring solunons to better serve the needs of all Americans,
we must retain the capaclt:v to imagine health care as it could be, make the sacrlflce:, needed

and commir the energies required to make what we imagine become reality.

Si necr_éiy, .
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UnitedHealth Group

UnitedHealth Group, through its family of companies, serves more than 48 million Americans,
providing the most diverse and comprehensive array of health and well-being services available
from any single enterprise. )

STRATEGIC DIVERSIFICATION

UnitedHealth Group businesses extend across the broad expanse of health and well-being needs,
‘demographic groups and geographic markets — which account for nearly $1.5 trillion in annual

* expenditures in the United States — creating diverse business and growth potential across the
bealth care marketplace.

INNOVATION. S . )
._ UnitedHealth Group confronts the challcriges'wir.hin the health' care syétem by advancing .
* . "innovation. This -mnges from designing modular and component-based products that make it easy
“. - for customers to select offerings from a broad array of services, features and pricing options
’ " provided by UnitedHealth Group businesses, to creating clinical databagse services that heighten
.the quality and delivery of care by ‘analyzing health care ’u,tilizati‘on: pattems, weatment effectiveness,
outcomes and costs. . .o ' :

" PERFORMANCE INFORMATION ) _ , ' ST
UnitedHealth Group is the leader in developing and providing key knowledge and information
tools and services to improve health care performance for employers, consumers, physicians and
other health care providers, drug and medical device man ufacturers, governments and health

care intermediarics. . , -

-PRACTICAL TECHNOLOGY .
Common operating sysiems and productioni and service platforms engage enterprise-wide
databases to drive (the highest quality,-most consistent, lowest cosl'services in the marketplace.
These capabilities in—tegra'té seamlessly with state-of-the-art. Web-based and voice-based services
10, Support a simple access and service g'xpcriencé for consumers, employers, brokers, physicians
" and other health care providers, who use our Web-based 'app]ications for more than 60 million
,‘tr_'ansac'tions annually. ; s . ’

"FINANCIAL PERFORMANCE .-

.- 2000

T T © 2002 O z001

, S - § /O $93451° T § 91192

"---Earnings From Qperatjons T L 'S 2,186 % 1566 - %+ 1,200 ]

.. - Operating Margin .- Coos o T 8% - 67% - BI% _
g AR "~ Cash Flows From\Opcra'ti_ngActiviﬁes:_“ Lo 2498 dTusaa’ - $ 1;5__21._-' T
277 D Rewirnon NetAssets . .. . 375%: 807% - 285%
E . . Rettn on Shareholders’ Equity!” - = - - T380% . 245%  190% .
-J- ‘1 E;c-t'::ludes‘ nonrec'\_xr-ring_it;main _2_(%00;_’;% (lescr;bz?-d-ii ﬁ")ot:no.tg_lj at l_h‘e_;o_'t:lm.n of p?gé-}--i)‘ L R _
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Uniprise

Uniprise€ is the nation’s leading provider of benefit delivery and service solutions for large,
mult-location employers and insurers. Over the past five years. Uniprise has increasedits
" market share by 75 percent and now serves more than 9.3 million individuals.

COST-EFFECTIVE VALUE AND INNOVATION
Uniprise offers simple, costeffective services that deliver the highest quality consumer experience,
with broad yet economically sensitive access to medical care.,

> Integrated Choices. Employers and consumers can combine the best offerings [rom
UnitedHealth Croup companies and services from outside sources to create comprehensive,
customized benetits packages that are’ easy to manage and optimally address unique customer needs.

> Advanced Technology. Uniprise offers a state-of-the-art service infrastructure that inclades highly -
automated administrative services, integrated desktop service technology, electronic billing and
eligibility services, advanced autoadjudication of payments and casy-to-use Internet serviceportals

' for consumers, physicians and employers. . . oo -
> Exceptional Service-and Quality Standards. Uniprise uses proven process management methods for
measuring and improving performance to drive and sustain everhigher levels of service and -quality.
> Consumer Empowerment and Choice. Uniprise-is a market leader in consumer engagement,
offering a compréhensive array of consumer-directed benefit plans, Web-based services, informadon
resources and easy-to-usc applications and tools 1o help consumers become better informed and
make better choices. ' '

L PERFORMANCE =~

INANCIA

2002, - - 2001 - . 7S 2000

“(in ,;x)ﬂiiéns) )
" Revenues RS $ '2,7l§ ' $ 2462 - 7 $ .2140- " ..-
* Earnings From Opeérations. .. $7 509 . $ 3714  -$. 98 S
""O'perating Margin .. B ST L 188% . - 1599 A85% 7
. Return'en NetAssets . ..~ 0 L1z - 50 7 gdige T ghogr e B0.6% -

{_— 13 } ) . <o . -
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Health Care Services

Health Care Services includes the businesses of UnitedHealtheare, AmeriChoice and Qvations.

‘UnitedHealthcare

-UnitedHealthcare organizes health and well-being services for small and mid-sized em ployers,
serving nearly 8 million people nationally and providing a comprehensive array of health
benefit plans and services. UnitedHealthcare delivers differentiated value by combining the
atuributes of consumer-oriented products and services, progressive and effcctive care
management services, the cost-¢ffective buying power of 18 million UnitedHealth Group
consumers and the sunplest hlghest quality, most technologically advanced customer service.

- CONSUMER ORIENTED , i o

‘ UnitedHealthcare provides individuals with simple, convenient access to a broad and diverse
spectrum of fully qualified physicians and health tare providers. Since introducing open access
consumer choice products to the market more than 15 years ago, UnitedHealthcare has steadily

: mcrcased the dcpth and breadth of consumer participation in health care choices.

COST EFFECTIVE .

As the largcst commercial buyer of health care semccs in Amcnca UnitedHealthéare leverages.
UnitedHealth (,vroup saggregate purchasing power of more than 18 million individuals to -

offer quality hcalth products and services ax fair prices for both health care consumers and _

providers of care.

_-:CARE'MANAGEMENT AND FACILITATION

- UnitedHealthcare products and services have al\\avs cribodied the most progressive, appropriate
and effective- clinical care managcment and facilitation capabilities, including health education
-, and information resources, personal care facilitation and advocacy services, intensive case
management, pharmacy and diagnostic testing services, targeted disease management programs,
and care coordination and owtreach programs. This array represents the most comprehensnc
-set of quallty—onen tecl clinical services axallable m Lhe mar ketplace

" EXCELLENCE IN SERVICE

- UnitedHealthcare delivers leading, Lechnologlcalh advanced voice- and Internet ba.sed setvices

to the marketplace, National producnon and service centers linked with Internet service portals .
: deliver jeamiless service [0 consumers, emplovers, health care prov:ders brokers and’ consultams

Fnth)r-ls&-vmde quality proeesses and measures admnce the most consistént and hlghest qudhty

o

e

C- sgmces av.ulable at market lcadmg levels of prodnctmt).'

© .Amemﬂhmce - : ” -
L. Amchho;ce facallt.ates the dehvery ol“ health care services for more than 1 million: mdmduals
. Chglble for state-sponsored health care programs through network based bcneht ofterings -

R ancl personal care management programs‘ Amcn(,hmcc combmes commumty~based,
v _nctworks with preventatwe sérvices, outreach and mtenswe case managemem to serve the
. complex and umque nct:ds of the: mdmduals m these programs Innovauve outreach and_

g\educauon programs ‘some developed with the’ asslstance of lcad;,ng ﬁescar;:hcrs and ;:llmcmns

_from'’ the finest acddcmu: medical (,cnters in-the country, target the most. frequent causes of

. scvere hcalth conditions—such as asthma dlabetes, sxckle ccll daseasc and hlghﬂsk prcg
o nancms — affectmg AmenChmce bcne.ﬁaanes T L S E
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Ovations _ .

Ovations is the largest business in the United States solely dedicated 10 the health and
well-being needs of Americans age 50 and older. The co-mpany provides a variet); of
unique products and services:

OVATIONS HEALTH AND WELL-BEING SERVICES

Ovations offers the nation’s largest retail pharmacy discdunt card program, pharmacy mail
order services, and merchandise offcnngs of healthy living products mrgeted to individuals
age 50 and older. - -

'

.1 EVERCARE ; : . . .
" . Evercare pmn(ies mdmduahzed health care services for Agmg, vulnerable and chronically .
~ illindividoals acréss the full continuum of care settings. In 2002, Evercare entered into an
" agreement with the Bnush govcrnmem tor applyns unique approach to 1mplove senior care
in the United ngdom ’

SENIOR HEALTH BENEFIT’S i
Ovanons offers supplemental thlﬂ'l beneﬁts umquely dethIlCd 1o meet the needs of t.cmors
and retirees. Ovations partners with AARP 10-provide supplemiental health benéfits — principally
1o \'chlcut--ehgm}e seniors — fi rmly estabhshmg themselves as the nation’s leading provider of
these programs. Today, Ovations’ Medicare supplement offerings through AARP are among the
most competitve across thc countr), serving more’ tlmn 3.6 mllllon seniors.

SENIDR AND RETIREE SERVICES
Ovations serves 225,000 individuals through ’\Iedlcare—(,holce products in 13 markets. In
. 2003, Ovations will also operate cight preferred provider plans for Medicare- -eligible mdmduals
.- as part of an innovation mmanvc with CMS (Centers for Medlcare 4nd Medicaid Semces) -

FINANCIAL PERFORMANCE — HEALTH CARE SERVICES

' . tin millions)" : S T \ 2002 S zo01.0 .7 2000
. Revenues - S Tl LT ',St 21’644 - $ 20’494 . $°18,606 e
— Farnings From Opcrauom I ‘1,336 N T T Y . T -
- Opcmtmg Margin . - oo o0 T T 8% T 4B% T 40%
"7 Retyrn on Net Assers -~ ¢ S - 3% - 202% :-24:6'%‘:-' S
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Specialized Care Services

Specialized Care Services operates nine freestanding businesses, each of which has full
product and-service capabilities dedicated to serving a unique area of health care.
Speaahzed Care Services’ busmess units are.aligned under four groups.

SPECIALTY HEALTH AND WELL-BEING SERVICES

Specialized Care Services provides networks, benefits and setvices in the areas of behavioral
health and complementary and alternative care.

> United Behavioral Health is a market leader in the area of behavioral health benefi ts, employee

assistance programs and life-cvent counseling and SUPPOTt Services, serving approximately 22 million
individuals nationwide, - -

> ACN Group operates a comprehenswe nauonal network of chlropracuc physical therapy and
‘alternative care services, serving appronmately 18 million iridividuals.

PERSONAL HEALTH SERVICES

Specialized- Care. Services businesses help mdmduals make more informed hea,lth care decxsnons
and manage l}lelr hed.llh ‘and health care more effe(,mcly

> United Resource Networks, which 1s nanonal]v recognized for facilitatirig access Io centers of .
excel]ence for transplamatlon services for approxlmdt(.ly 41 million individuals on behalf of
“health plans insurers; employers and health care payers, now offers oncology services and is
mtroduc.mg services in the areas of heart disease and neonatolum ’

> Care Management provides dlsease and condition ma.ndgement complex case mdn'agcment and
care fdcxhtatmn services:

> Optum" offers persona]ued health and well-being information and dcc1510n support SETVICES 10
more than 23 mllhon individuals through mulnp]e communication and mcdm Chdlll‘lt,lb

CONSUMER CARE SERVICES

. Spcctahzed Care Servu:es businesses address the need to access services a_nd products in umquc
areas associated with personal care. T

-,

> ' Dental’ Beneflt -Providers and Spectera provide cmnprehcns;ve network- baqed dental and vision
scrvlces to more than 10 n‘ulhon individuals.- ‘

GROUP INSURANCE SERVICES

Jie specxalued Care Semces offers life and dCClant beneﬁtsvm J:mplovers and makes beneﬁt .
P ploducts ‘and services avallable ta self msured empone.rs tllmugh mdependent admmlsuators, i

Soe i et N - Lot . foare

I'j_';-'-.(in millions) .. CoeT R Tta001 T 2000

= - Revenues -7~ A P 3 13254 _.$ Lo 971 -

- Earnmgs From- Opemtlons <. ’ $ o147 - $ 1 -
' -Operating Margin © - .~ 7 _ A% T 19
‘Return on Net Assets-. )

B9A% . L. 688%. - -

{18}
) UnitedHealth G oup- -
R toLT e



. » Provider credentialing
" databases.

PHARMACEUTICAL SERVICES

- Ingenix Pharmaceutical Services serves as a quality research partner to more than 60 pharmacentical

i (i}f;iaimons)'

Ingenix

Ingenix is an internarional leader in the field of health care data analysis and applicaﬁqn.
The company serves pharmaceutical companies, health insurers and pavers, health care
providers, large employers and government entities on a business-to-business basis with
a'broad portfolio of data tools, publications, and research and consulting services.

HEALTH INTELLIGENCE

Ingenix Health Intelligence provides database and data management services, znalytical
and transactional software and services, publications and consulting services to more than
3,000 hospitals, 250,000 physicians, 2,000 payers and intermediaries, and 100 life science
customers. Ingenix products focus on four key areas:

GONSULTING SERVIéES . - ' FUBLICATIONS AND

DATABASE'SERVICES -~ AND ANALYTICS LINFORMATION SOFTWARE ONLINE.SERVICES
> Comprehénsive ", > Actuarial services © - > Physician daa sharing . >.Coding and o
longitwudingl and > Clinical cost wend and quality analysis and - relmbursement setvices -

episodic clinical- .
atabases

_ reporting and forecasting reporting > Benchihark databases -
porting z 5 _ _ )
> Comprehensive = for hospital performance

> Integrawed customer A ©
- transaction editing

. Teporting and analytics > Intepgrity and compliance
o > Predictive modeli g tools > Physician billing services information services
> Prescripdon doug .

" . dawabase services ) > Fraud and abuse services

and bnotcchnolog} enterprises. Ingenix Pharmaceutical Services offers services to support all steps in
the dr ag and medical device development process, including clinical research services, epidemiclogy

-research, economic and therapeutic outcomes research, and eustomized mar keting and medical
educarion services, with clinical spedialization in lhcrapeutlc areas including conditions affecting the .

cenr_ral nervous system, infectious discase, endocrmo]ogy, cardlovasculdr disease and uncologv

Revcnucs e R . . $_ . da7.
E Earnmgs From‘Opcrauons R i =557 T L 48.
.. .Operating Macgin' ™ -+~ 0L 0T e 109% . _
- Refim'onNetAssets 0 - T T geg co 7507 gog
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FINANCIAL HIGHLIGHTS

For the Year Ended December 51,

(in mllions, except per share datn) 2002 2001 2000 1999 1998
CONSOLIDATED OPERATING RESULTS
Revenues $ 25,020 $ 28,454 $21,122 $19,562 $17,355
Earnings (Loss) From Operations $ 2,186 $ 1566 $ 1,200 $ 943 $ (42
Net Earnings (L.oss) $ 1,352 $ 913 $ 756 § 368« $ (166)
Net Earnings (Loss) Applicable

to Common Shareholders $ 1,352 $ 913 $ 736 3 568 $ (2l4)
Return on Sharcholders’ Equity 33.0% 24.5 % 19.8 %! 14.1 % na’
Basic Net Earnings (Loss)

per Common Share $ 446 § 292 $ 297 $ 1.63 $ (0.56)
Dilured Net Earnings (Loss)

per Common Share $ 425 $ 279 $ 21y $ 160 $ (0.56)
Common Stock Dividends per Share $ 0.03 $ 003 $ 002 3 002 3 0.02
CONSOLIDATED CASH FLOWS

FROM OPERATING ACTIVITIES $ 2,423 $ 1,844 $ 1521 $ 1189 $ 1,071
CONSOLIDATED FINANCIAL CONDITION
(As of Decemben 31)
Cash and Investments $ 6,329 $ 5,698 $ 5,053 $ 4719 $ 4494
Total Assets $ 14,164 $ 12,486 $ 11,053 $10,273 $ 9,675
Debt $ 1,761 S 1,584 $ 1209 $ 991 $ 708
Shareholders’ Equity $ 4,428 $ 3.8% $ 3,688 3 3,863 $ 4,038
Debt-to-Total-Capital Ratio 28.5% 28.9 % 24.7% 20.4 % 149 %

na — not appheable

Einancial Highlights and Results of Operations should be read together with the accompaming Consolidared Financial Sratements and Notes.

1 2000 resulrs include a $14 million net permanent tax benefit related 10 die contrbution of UnitedHealth Capital invesrments to
the United Health Foundation and a $27 million gain ($17 million after rax) related tw a separate disposition of UnitedHealth
Capital investments. Excluding these irers, 2000 net earnings and diluted net earnings per common ghare were 3703 million and
3210 per share, and return on shaccholders’ equity was 19.0%,

2 1994 results include 4 net penmanent tax beneflt primarily related o the contribution of UnitedHealth Capial investments
the United Health Foundation, bxcluding this benefit, ner earnings and diluted net earnings per common <hare were $363 million
and $1.59 per shure.

3 Excluding the operational realignruent and other charges of $725 million, $175 million of charges related to contract losses associated with
certain Medicare mackets and other increases t0 commerdal and Medicare medical costs pavable estimates, and the $20 million
convertible preferted stock redemption preminm from 1998 results, eamings from operations and net earnings applicable 10 common
shareholders would have been $858 million and $509 million, or $1.51 diluted net earnings per common share, and resarn on sharcholders’
cquity would hine been 11.9%.

{ 19 }
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RESULTS OF OPERATIONS

2002 FINANCIAL PERFORMANCE HIGHLIGHTS

2002 was a record year for UnitedHealth Group as the company continued strong diversified growth
across its business segments and realized diluted net earnings per common share of $4.25, up 32% over
2001 on a reported basis and up 38% on a FAS No. 142 comparable reporting basis.! Other financial
performance highlights include:
> Revenues of $25.0 billion, a 7% increase over 2001.
> Operating earnings of $2.2 billion, up 40% over 2001 on a reported basis and up $2% on a
FAS No. 142 comparable reporting basis.
> Net earnings of nearly $1.4 billion, a 48% increase over 2001 on a reported basis and a 35% increase
on a FAS No. 142 comparable reporiing basis.
> Operating cash flows of more than $2.4 billion, an increase of 31% over 2001.

-

> Consolidated operating margin of 8.7%. up from 6.7% in 2001 on a reported basis and up from
7.1% on a FAS No. 142 comparable reporting basis, driven by operational and productivity
improvements, improved margins on risk-based products, and a product mix shift from risk-based
products to higher-margin, fee-based producis.

> Return on shareholders’ equity of 33.0%, up from 24.5% in 2001 on a reported basis and up from

26.8% on a FAS No. 142 comparable reporting basis.

2002 RESULTS COMPARED TO 2001 RESULTS

CONSOLIDATED FINANCIAL RESULTS

Revenues

Revenues are comprised of premium revenues from risk-based products; service revenues, which
primarily include fees for management, administrative and consulting services; and investment and
other income.

Premium revenues are derived from risk-based arrangements in which the preminm is fixed, typically for
a one-year period, and we assume the economic risk of funding health care services and related administrative
costs. Service revenues consist primarily of fecs derived from services performed for customers that self-insure
the medical costs of their employees and their dependents. For both premium risk-based and fee-based
customer arrangements, we provide coordination and facilitation of medical services, transaction processing,
customer, consumer and care provider services, and access to contracted networks of physicians, hospitalsand
other health care professionals.

Consolidated revenues increased by approximately $1.6 billion, or 7%, in 2002 to $25.0 billion.
Strong growth across our busincss segments was partially offset by the impact of targeted withdrawals
from unprofitable risk-based arrangements with customers using multiple health benefit carriers, and
withdrawals and benelit design changes in our Medicare+Choice product offering in certain markets.

1 On January 1, 2002, UnitedHealth Group adopied Statement of Financial Accounting Standards (FAS) No. 142, “Goodwill and
Other Intangible Assets,” which eliminated the amortization of goodwill. To enbance analysis, the FAS No. 142 comparable reporting
basis excludes 353 million (389 million after tax effect) of goodwill amortization from 2001 results,

( 20 }
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Following is a discussion of 2002 consolidated revenue trends for each revenue component.

Premium Revenues Consolidated premium revenues in 2002 totaled $21.9 billion, an increase of $1.2 billion,
or 6%, compared with 2001.

Premnium revenues from UnitedHealthcare's commercial risk-based products increased by approximately
$1.2 billion, or 10%, to $12.9 billion in 2002. Average net premium rate increases exceeded 135 on
UnitedHealthcare’s renewing commercial risk-bascd business. This increase was partially offset by the effects
of targeted withdrawals from unprofitable risk-based arrangements with custorners using multiple health
benefit carriers and a shift in product mix from risk-based ro fee-based products. During 2002, the number of
individuals served by UnitedHealthcare corumercial risk-based products decreased by 180.000, or 3%.

Premium revenues from statesponsored Medicaid and federally sponsored Medicare+Choice programs
decreased by $400 million, or 11%, to $3.2 billion in 2002. Premiurn revenues from Medicare~Choice
programs decreased by $850 million to $1.6 billion because of planned withdrawals and benefit design
changes in certain markets, undertaken in response to insufficient Medicare program reimbursement rates.
Premium revenues from Medicaid programs increased by $450 million to $1.6 billion in 2002. More than half
of this increase, $240 million, related to the acquisition of AmeriChoice on Seprember 30, 2002.

The balance of premium revenue growth in 2002 included a $240 million increase in Health Care
Services’ premium revenues driven by an increase in the number of individuals served by both Ovations’
Medicare supplement products provided to AARP members and by its Evercare business. In addition,
Specialized Care Services realized a $140 million increase in premium revenues in 2002.

Service Revenues Service revenues in 2002 totaled $2.9 billion, an increase of $404 million, or 16%, over
2001. The increase in service revenues was driven primarily by aggrepate growth of 11% in individuals served
by Uniprise and UnitcdHealthcare under fee-based arrangements. Uniprise and UnitedHealrhcare service
revenues grew by an aggregare of $230 million during 2002. Additionally, revenues from Ovations’ Phartnacy
Services business, established in June 2001, increased by approximately $110 million as it was in operation
for the full year in 2002.

Investment and Other Income Investment and other income in 2002 tomaled $220 million, a decrease of
$61 million, or 22%, from 2001. Interest income decreased by $32 million due to lower interest yields
on investments in 2002 compared with 2001, partally offset by the impact of increased levels of cash
and fixed-income investments. Net realized capital losses in 2002 were $18 million, compared to net
realized capital gains of 311 million in 2001. The 2002 net realized capital losses were mainly due to
sales of investments in debt securities of certain companies in the telecommunications industry and
impairments recorded on certain UnitedHealth Capital equity investments. The losses were partially
offset by capital gains on sales of investments in other debt securities.

{ 21}
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Medical Costs
The combination of pricing. benefit designs, consumer health care utilization and comprehensive care
facilitation efforts is reflected in the medical care ratio (miedical costs as a percentage of premium revenues).

The consolidated medical care ratio decreased from 85.3% in 2001 1o 83.0% in 2002, Excluding the
AARP husiness, the medical care ratio decreased by 250 basis points from 83.9% in 2001 to 81.4% in 2002.
Approximately 90 basis points of the medical care ratio decrease resulted from targeted withdrawals from
unprofitable risk-based arrangements with commercial cusiomers using multiple health benefit carriers
and a shift in commercial customer mix, with a larger percentage of premium revenues derived from our
small business customers. These employer groups typically have a lower medical care ratio, hut carry higher
operating costs than larger customers. Additionally, the impact of withdrawals and benefit design changes
in certain Medicare markets pertaining to our Medicare+Choice offering improved the medical care ratio
by approximately 90 basis points. The balance of the decrease in the medical care ratio was primarily driven
by changes in product and business mix, care management activities and net premium rate increascs that
exceeded overall medical benefit cost increases.

On an absolute dollat basis, consolidated medical costs increased by $548 million, or 3%, over 2001. This
increase principally resulted from a rise in medical costs of approximately 12%, or $2.1 billion, driven by the
combination of medical cost inflation and increased health care consumption. Partially offsetting this
increase, medical costs decreased by approximately $1.4 billion resulting from net reductions in the number
of people receiving benefits under our Medicare and comrnercial risk-based products. The balance of the
decrease in medical costs was driven primarily by changes in benefit designs in certain Medicare markets.

Operating Costs
The operating cost rato (operating costs as a percentage of total revenues) was 17.3% in 2002, compared
with 17.0% in 2001. Changes in productivity and revenue mix affect the operating cost ratio. Our
fee-based products and services, which are growing at a faster rate than our premium-based products, have
much hjgher operating cost ratios than our premium-based products. In addition. our Medicare business,
which has relarively low operating costs as a percentage of revenues, has decrcased in size relative ro our
overall operations. Using a revenue mix comparable to 2001, the 2002 operating cost ratio would bave
decrcased by approximately 20 basis points, representing the equivalent of a $50 million
year-over-year reduction in operating costs. This decrease was principally driven by operating cost efficiencies
derived from process improvements, technology deployment and cost management initiatives, primarily in
the form of reduced labor and occupancy costs supporting our transaction processing and customer service,
billing and enrollment functions. The impact of these efficiencies was partially offset by the incremental costs
associated with the development, deployment, adoption and maintenance of new technology rcleases as well
as increased business selfinsurance costs during 2002.

On an absolute dollar basis, operating costs increased by $408 million, or 10%, over 2001. This
increase was driven by a 7% increase in total individuals served by Health Care Services and Uniprise
during 2002, general operating cost inflation and the additional costs associated with acquired businesses.

1 Premium revenues and medical costs from the AARP business were %3.7 billion and $3.4 billion, respectively, in 2002 and
$3.6 billion and $3.3 billion. respecrively, in 2001. Underwriting gains or losses related to the AARP business are recorded as an
increase or decrease to a rate stabilization fund as described in Note 4 10 the Consolidated Financial Statements.
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Depreciation and Amortization

Depreciation and amortization was 5233 million in 2002 and $265 million in 2001 This decrease was due
10 8934 million of amortizarion cxpense in 2001 recorded for goodwill, which is no longer amortized in
2002 pursuant o FAS No, 142, This decreuse was largely offset by 338 million ol additional depreciation
and amortization resnlung from bigher levels of equipment and cupitalized sofiware as a resah of

technology enhancements and business growth.

Income Taxes

Our effective income 1ax rate was 33.5% in 2002 and 33.0% iu 2001, The decrease was primarily duc to
the impact of non-tax-deductible goodwill amortization that is ne longer amortized for jinancial
reporting purposcs, as required by FAS No. 142, Assuming FAS No. 142 was effective during 2001, the
clfective rax rate would have been approximately 36 0% during 2001,

BUSINESS SEGMENTS
The following summiarizes the operating results of our business segmenis for the years ended December 31
(in millions):

REVENUES Percert
N o 2002 2301 __ ch

Healith Care Services $21,644 S 20494

Uniprise 2,713 2,462 10%
Specialived Care Services 1,509 1,254 M%
Ingenix 491 417 10%
(_ orporate and Eliminations (1,337) (L.20%) nm
_ Consolidated Revenues $25,020 5 23454 7%

EARNINGS FROM OPERATIONS

e - _ 2002 Reparec .
Healith Care Services $ 1,336 § o044 % 082 2657
Uniprise 509 374 402 975
Specialized Care Services 286 914 290 304
Tagenis L 55 15 69 (20%)
Total Operating Segmenis 2,186 1,580 1.67% 31%
Corporate - a4 {14 nm
_ Consolidated Earnings From Operagons $ 2,186 $ 1566 § 1.659 32%

mn — not acaningful

1 Adjusted to exclude $92 willion of anorticanvn expense associated with goodwill. Purstant 10 FAS No 142, which we adopted
clicenve Jaunary 1. 2002, goodwill is no longe~ wnornzed. Where applicable, the percent change is calculated comparing the 2002
resuls Lo the 2001 "Adjusted” resulis.
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Health Care Services

The Health Care Services segment consists of the UnitedHealthcare, Ovations and AmeriChoice businesses.
UnitedHealthcare coordinates network-based health and well-being services on behalf of local employers and
consumers. Ovations delivers health and well-being services for Americans age 30 and older: AmeriChoice
facilitates and manages health care services for state Medicaid programs and their beneliciaries.

Health Care Services posted record revenues of $21.6 billion in 2002, an increase of approximately
$1.2 hillion, or 6%, over 2001. The increase in revenues primarily resulted from an increase of
approximately $1.2 billion in UnitedHealthcare’s commercial premium revenues. This was driven by
average net premium ralc increases in excess of 13% on renewing commercial rish-based business,
partially offset by the effects of targeted withdrawals from unprofitable risk-based arrangements with
commercial customers using multiple health benefit carriers. Premium revenues from Medicaid
programs increased by $430 million in 2002, of which $240 million related 10 the acquisition of
AmeriChoice on September 30, 2002. Offsetting these increases, Medicare+Choice premium revenues
decreased by $850 million as a result of planned withdrawals and benefit design changes in certain
markets in response to insufficient Medicare program retmbursement rates. The balance of Health Care
Services’ revenue growth in 2002 includes a $240 million increase in Ovations’ revenues driven by an
increase in individuals served by both its Medicare supplement products provided to AARP members and
its Evercare business, and a $140 million increase in revenucs from its Pharmacy Services business,
established in June 2001,

Health Care Services realized earnings from operations of $1.3 billion in 2002, an increase of
$392 million, or 42%, over 2001 on a reported basis, and an increasc of $354 million, or 36%. over 2001
on a FAS No. 142 comparable reporting basis. This increase primarily resulted from improved gross
margins on UnitedHealthcare’s commercial risk-based products, revenue growth and operating cost
efficiencies derived from process improvements, technology deployment and cost management initialives,
principally in the form of reduced labor and occupancy costs supporting transaction processing and
customer service, billing and enroliment functions. Health Care Services’ operating margin increased to
6.2% in 2002 from 4.6% on a reported basis and from 4.8% on a FAS No. 142 comparable reporting basis
in 2001. This increase was driven by a combination of an improved medical care ratio, productiviry
mnprovements and a shift in product mix from risk-based products to highermargin, fee-based products.

UnitedHealthcare’s commercial medical care ratio decreased by 230 basis points from 84.1% in 2001
to 81.8% in 2002. Approximately 130 basis points of the commercial medical care ratio decrease resulted
from targeted withdrawals from unprofitable risk-based arrangements with commercial customers using
multiple carriers and a shift in commercial customer rix, with a Jarger percentage of premium revenues
derived from small business customers. These employer groups typically have a lower medical care ratio,
but carry higher operating costs than larger customers. The balance of the decrease in the commercial
medical care ratio was primarily driven by changes in product mix, care management activities and net
premium rate increases that exceeded overall medical benefit cost increases.
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The number of individuals served by UnitedHealthcare’s commercial products increased by 230.000,
or 3%, during 2002. This included an increase of 410,000, or 18%. in the number of individuals served
with fee-based products, driven by new customer relationships and customers converting from risk-based
products during 2002. This increase was partially offset by a decrease of 180,000, or 3%, in individuals
served by risk-based products, driven by customers converting to self-funded, fee-based arrangements
and UnitedHealthcare's targeted withdrawal of risk-based product offerings from unprofitable arrangements
with customers using multiple health benefit carriers.

UnitedHealthcare's year-overvear Medicare enrollment decreased 35% because of market withdrawals and
benefit design changes. These actions were taken in response to insufficient Medicare program reimbursement
rates in specific counties and were intended to preserve profitmargins and berter position the Medicare program
[or long-term success. UnitedHealthcare will continue to evaluate Medicare markets and, where necessary, take
actions that may resutt in forther withdrawals of Medicare product offerings or reductions in enrolirent, when
and as permitted by its contracts with CMS (Centers for Medicare and Medicaid Services).

UnitedHealthcare’s year-over-year Medicaid enrollment increased by 390,000, largely duc to the
acquisition of AmeriChoice on September 30, 2002, which served approximatcly 360,000 individuals as of
the acquisition date,

The following table summmarizes individuals served, by major market segment and funding
arrangement, as of December 31"

(in thousands) 2002 2001

Commercial
Risk-Based 5,070 5,250
Fee-Based 2,715 2,305
__ Total Commercial 7,785 7,355
Medicare 225 345
Medicaid 1,050 640
Total Government Programs 1,255 985
Touwal 9,040 8,540

I kxcludes individuals served by Ovarinns’ Medicare supplement products provided o AARP menbers,

Uniprise

Uniprise provides health and well-being access and services, business-to-business transaction processing
services, consumer connectivity and technology support services to large employers and health plans.
Uniprise revenues were $2.7 billion in 2002, up $251 million, or 10%, over 2001. This increase was drven
primarily by an 8% increase in Uniprise’s customer base. Uniprise served 8.6 million individuals as of
December 31, 2002, and 8.0 million individuals as of December 31, 2001.

Uniprise earnings from operations grew by $135 million, or 36%, over 2001 on a reported basis, and by
$107 million, or 27%. over 2001 on a FAS No. 142 comparable reporting basis. Operating margin improved
to 18.8% in 2002 from 15.2% on a reported basis and from 16.3% on a FAS No. 142 comparable reporting
basis in 2001. Uniprise has expanded its operating margin through operating cost efficiencies derived from
process improvements, technology deployment and cost management initiatives, primarily in the form of
reduced labor and occupancy costs supporting its transaction processing and customer service, billing and
enrollment functions. Additionaltly, Uniprise’s infrastructure can be scaled efficiently, allowing its business to
grow revenues at a proportionately higher rate than rthe associated growth in operating expenses.
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Specialized Care Services
Specialized Care Services is a portfolio of health and well-being businesses, each serving a specialized
market need with a unique blend of benefits. networks, services and resources. Specialized Care Services
had revenues of $1.5 billion in 2002, an increase of $255 million, or 20%, over 2001. This increase was
principally driven by $140 million of revenue growth from Specteru, its vision care benefits business
acquired in October 2001, and an increase in the number of individuals served by United Behavioral
Health, its mental health benefits business, and Dental Benefit Providers, its dental services business.
Earnings from operations reached $286 million in 2002, an increase over 2001 of $72 million, or 34%, on
a reported basis and 366 million, or 30%, on a FAS No. 142 comparable reporting basis. Specialized Care
Services’ operating margin increased 10 19.0% in 2002, up from 17.1% on a reported basis and from 17.5%
on a FAS No. 142 comparable reporting busis in 2001. This increase was driven by operational and productivity
improvements, partially offset by a shifting business mix toward higher revenue, lower margin products. With
the continuing growth of this segment, we have begun consolidating production and service operations to a
segmentwide service and production infrastructure to improve service quality and consistency and enhance
productivity and efficiency.

Ingenix
Ingenix is an international leader in the field of health care data analysis and application, serving
pharmaceutical companies, health insurers and other payers, health care providers, large emplovers and
governments. Revenues were 3491 million in 2002, an increase of $44 million, or 10%, over 2001. This
was the result of strong new business growth in the health information business and revenues from
acquired businesses, partially offset by reduced revenues in the pharmaceutical services business.
Eamings from operations were $35 million. up $7 million, or 15%, over 2001 on a reported basis. and down
$14 million, or 20%, from 2001 on a FAS No. 142 comparable reporting basis. Operating margin was 11.2% in
2002, up from 10.7% in 2001 on a reported basis, and down from 15.4% on a FAS No. 142 comparable reporting
basis. The reduction in eamings from operations and operating margin on a FAS No. 142 comparable
reporting basis was due to cancellations and delays of certain clinical research trials by pharmaceutical clients,
which have been affected by weak industry-specific conditions. This reduction was pardally offset by strong
business growth and slightly expanding margins in the health information business.

Carporate

Corporate inclades costs for certain company-wide process improvement initiatives, net expenses from
charitable contributions to the United Health Foundation and eliminations of intersegment transactions.
The decrease in corporate expenses of 514 million from 2001 10 2002 reflects the completion during 2001
of certain company-wide process improvement initiatives.
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2001 RESULTS COMPARED TO 2000 RESULTS

CONSOLIDATED FINANCIAL RESULTS

Revenues

Consolidated revenues increased by 11% in 2001 10 $25.5 hillion. Strong and balanced growth across all
business segments was partially offset by the impact of planned exits in 2000 from UnitedHealthcare’s
commercial businesses in the Pacific Coast region, the withdrawal of its Medicare+Choice product
offering from targeted counties and the closure of Uniprise’s Medicare fiscal intermediary operations.
Following is a discussion of 2001 consolidated revenue trends for each revenue component.

Premium Revenues Consolidated premium revenues in 2001 totaled $20.7 billion, an increase of $1.8 billion,
or 9%, compared with 2000. This increase was primarily driven by average net premium rate increascs in
excess of 13% on UnitedHealthcare’s renewing commercial risk-based business, partially offset by the impact
of business and market exits.

Service Revenues Service revenues in 2001 totaled $2.5 billion, an increase of $526 million, or 27%, over
2000. The overall increase in service revenues was primarily the result of 20% growth in Uniprise’s customer
base, growth in UnitedHealthcare's fee-based business, and cstablishment of the Ovations Pharmacy
Services business in June 2001.

Investment and Other Income Investment and other income in 2001 totaled $281 million, an increase
of $49 million over 2000. Lower interest yields on invesuments in 2001 compared with 2000 were substantially
offset by the impact of increased levels of cash and fised-income invesuments in 2001. Net realized capital
gains in 2001 were $11 million, compared 1o net realized capital losses of $34 million in 2000.

Medical Costs
The consolidaled medical care ratio decreased from 85.4% in 2000 to 85.3% in 2001. Excluding the
AARP business. the medical care ratio was 83.9% in both 2000 and 2001, as net premium rate increases
were generally well matched with increases in medical benefit costs.

On an absolute dollar basis, medical costs increased $1.5 billion, or 9%, over 2000. The increase was
driven by medical cost inflation, increased health care consumption patterns, bencfit changes and
product mix changes.

{27 }
UnitedHealith Group



Operating Costs

The operatng cost ratio was 17.0% in 2001, compared with 16.7% in 2000. Changes in productivity and
revenue mix affect the operating cost ratio. For many of our faster-growing businesses, most direct costs of
revenue are included in operating costs, not medical costs. Using a revenue mix comparable to 2000, the
2001 operating cost ratio would have decreased by approximately 70 basis points. This decrease was
principally driven by operating cost efficiencies derived from process improvements, technology
deployment and cost management initiatives, primarily in 1the form of reduced labor and occupancy costs
supporting our trunsaction processing and customer service, billing and enrollment functions.
Additionally, because our infrasiructure can be scaled efficiently, we have been able to grow revenuesata
proportionately lagher rate than associated expenses.

On an absolute dollar basis, operating costs increased by $439 million, or 13%, over 2000. This increase
reflected additional costs 1o support product and technology development initiatives, general operating
cost inflation and the 10% increase in individuals served by Health Care Services and Uniprise in 2001,
These increases were partially offset by productivity and technology improvements discussed above.

Depreciation and Amortization

Depreciation and amortization was $265 million in 2001 and $247 million ju 2000. This increase resulted
primarily from higher levels of capital expenditures to support business growth and technology
enhancements, as well as the amortization of goodwill and other intangible assers related to acquisitions.

Income Taxes

The 2000 income tax provision includes nonrecurring tax benefits primarily related 1o the conuibution
of UnitedHealth Capital investments to the United Health Foundation. Excluding nonrecwring tax
benefits, our effective income tax rate was 38.0% in 2001 and $7.5% in 2000.

BUSINESS SEGMENTS
The following summarizes the operating results of our business segrnents for the years cnded December 31
(in millions):

REVENUES Percent
2001 2000 Chariga

Health Care Services $ 20,494 $ 18,696 10%:
Uniprise 2 462 2,140 15%
Specialized Care Services 1,254 974 29%
Ingenix 447 873 19%
Corporate and Eliminations (1,203) (1,063) nm
__ Consolidated Revenues $23 454 $ 21,1922 11%
EARNINGS FROM OPERATIONS Percert
2001 2000 Charge

Health Care Services $ o4 $ 739 8%
Uniprise 374 289 29%
Specialized Care Services 214 174 23%
Ingenix 48 32 50%
Total Operating Segments 1,580 1,234 28%
Corporate (14) (34) nm
Consolidated Farnings From Operations $ 1.566 $ 1,200 31%

nm — not meaningful
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Health Care Services

The Health Care Services segment posted revenues of $20.5 billion in 2001, an increase of $1.8 billion,
or 10%, over 2000. This increase resulted from average net premium rate increases in excess of 13% on
UnitedHealthcare’s renewing commercial risk-based business, partially offsct by the impact of
UnitedHealthcare’s targered exits in 2000 from its commercial businesses in the Pacific Coast region
and the withdrawal of its Medicare+Choice product offering from certain counties.

Health Care Services had eurnings from operations of $944 million in 2001, an increase of $205 million,
or 28%, over 2000. This increase resulted from revenue growth and stable gross margins on
UnitedHcalthcare’s commercial business and operating cost efficiencies from process improvement,
technology deplovment and cost management initiatives. Health Care Services' operating margin increased
10 4.6% in 2001 from 4.0% in 2000, driven by the productivity improvemenis described above and a shift in
product mix from risk-based products to higher-margin, fee-based products.

UnitedHealthcare’s commercial medical care ratio remained flat compared with 2000 at 84.1%, as
net premium rate increases were generally well matched with increases in overall medical benefit costs.

The number of individuals served by UnitedHealthcare commercial products increased by 135,000, or 2%.
during 2001. This included an increase of 380,000 in the number of individuals served with fee-based products as a
result of customers converting from risk-based products and new customer relationships established in 2001. This
increase was partially offset by 2 245,000 decrease in individuals served by risk-based products, driven by customers
converting to selffunded, fee-based arrangements and UnitedHealthcare's targeted withdrawal of its risk-based
product offerings from unprofitable arrangements with customers using multiple health benefit carriers.

UnitedHealthcare's year-over-year Medicare enrollment decreased by 15% in 2001 because of targeted
market withdrawals and bencfit design changes in response w insufficient Medicare program
reimbursement rates.

The following table summarizes individuals served, by major market segment and funding arrangement,
as of December 31%

{in thousands) 2001 2000

Commercial
Risk-Based 5,250 3,495
Fee-Based 2,305 1,925
Total Commercial 7.555 7,420
Medicare 345 405
Medicaid 640 550
Total Government Programs 985 9535
Total 8,540 8.375

! Excludes individuals served by Ovations” Medicare supplement products provided to AARP members.

Uniprise )

Uniprise revenues were $2.5 billion in 2001, up $322 million, or 15%, over 2000. This increase was driven
primarily by continued growth in Uniprise’s customer base, which had a 20% increase in the number of
individuals served. Uniprise served 8.0 million individuals as of December 31, 2001, and 6.7 million
individuals as of December 31, 2000. Uniprise’s earnings from operations grew by $85 million, or 29%,
over 2000 as a result of the increased revenues. The operating margin improved 10 15.2% in 2001 from
13.5% in 2000. As revenues have increased, Cniprise has expanded its operating margin by improving
productivity through process improvement initiatives and deployment of technology. Additionally,
Unipnse’s infrastructure can be scaled efficiendy, allowing its business to grow revenues at a proportionately
higher rate than the associated growth in operating expenses.
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Specialized Care Services

Specialized Care Services had revenues of $1.3 billion in 2001, an increase of $280 million, or 29%, over 2000.
This increase was driven primarily by an increase in the number of individuals served by United Behavioral
Health, and an increase in specialized services purchased by customers of Uniprise and UnitedHealthcare.
Earnings from operations reached $214 million in 2001, an increase of 23% over 2000. Specialized Care
Services’ operating margin dccreased from 17.9% in 2000 1o 17.1% in 2001. The decrease in operating
margin was the result of a shifting product mix, with a larger percentage of revenues coming from businesses

with higher revenues per individual served and lower percentage operating margins.

Ingenix

Revenues were $447 million in 2001, an increase of $72 million, or 19%, over 2000. This increase
reflected growth in both the health information and pharmaceutical services businesses. Earnings from
operations were $48 million, up 50% over 2000. Operating margin increased to 10.7% in 2001 from 8.5%
in 2000, principally as a result of revenue growth and improved productivity.

Corporate

The decrease of $20 million in 2001 corporate expenses reflected lower company-wide process
improvement expenses in 2001 compared to 2000, as certain process improvement initiatives were
completed in 2001,

FINANCIAL CONDITION AND LIQUIDITY AT DECEMBER 31, 2002

LIQUIDITY

‘We manage our cash, investments and capital structure so we are able to meet the short- and long-term
obligations of our business while maintaining financial flexibility and liquidity. We forecast, analvze and
monitor our cash flows to enable prudent invesiment and financing within the confines of our financial
strategy, such as our selfimposed limit of 30% on our debr-to-total-capital ratio (calculated as the sum of
commercial paper and debt divided by the sum of commercial paper, debt and sharcholders’ equity).

A majority of the asscts held by our regulated subsidiaries are in the form of cash, cash equivalents and
investments. After considering expected cash flows from operating actvities, we generally invest monies of
regulated subsidiarics that exceed our near-term obligatons in longer term, investment grade marketable
debt securities, to improve our overall investment retum. Factors we consider in making these investment
decisions include our board of directors’ approved investment policy, regulatory limitations, return objectives,
tax implications, risk tolerance and maturity dates. Our long-term investments are also available for sale to
meet short-term liquidity and other needs. Monies in excess of the capital needs of our regulated entries are
paid to their non-regulated parent companies, typically in the form of dividends, for general corporate use,
when and as permitted by applicable regulations.

Our non-regulated businesses also generate significant cash from operations. Also, we issue long-term
debt and commercial paper with staggered maturity dates and have available credit facilities. These
additional sources of liquidity allow us to maintain further operating and financial flexibility. Because of
this flexibility, we typically maintain low cash and investment balances in our non-regulated companies.
Cash in these endities is generally used to reinvest in our businesses in the form of capital expenditures, to
expand the depth and breadth of our services through business acquisitions, and to repurchase shares of
our common stock, depending on market conditions.

{ 30}

UniwdHealth Group



Cash generated from operating activities, our primary source of liguidity, is principally from net earnings,
excluding depreciation and amortization. As a result, any future decline in our profitahility may have a negative
impact on our liquidity. The availability of financing in the form of debt or equity is influenced by many factors,
including our profitability, operating cash flows, debt levels, debt ratings, contractual restrictions, regulatory
requirements and market conditions. We believe that our strategies and actions toward maintaining financial
flexibility mitigate much of this risk.

CASH AND INVESTMENTS

During 2002, we generated cash from operations of more than $2.4 billion, an increase of $579 million,
or 31%, over 200]. The increase in operating cash {lows primarilv resulted from an increase of $429 million
in net earnings excluding depreciation and amortization expense.

We maintained a strong financial condition and liquidity position, with cash and investments of
$6.3 billion at December 31, 2002. Total cash and investrents increased by 3631 million since December 31, 2001,
primarily resulting from strong cash flows from operations and acquisitions requiring maintenance of
incremental regulated capital, partially offset by common stock repurchases, capital expenditures and
business acquisitions.

As further described under “Regulatory Capital and Dividend Restrictions,” many of our subsidiaries
are subject to various government regulations that restrict the timing and amount of dividends and other
distriburions that may be paid to their parent companies. At December 31, 2002, approximately
$280 million of our $6.3 billion of cash and investments was held by non-regulated subsidiarics. Of this
amount, approximately $130 million was available for general corporate use, including acquisitions and
share repurchascs. The remaining $150 million consists primarily of public and non-public equity securitics
held by UnitedHealth Capital, our investment capital business.

FINANCING AND INVESTING ACTIVITIES

We use commercial paper and debt 1o maintain adequate operating and financial flexibility. As of
December 81, 2002 and 2001, we had commercial paper and debt outstanding of $1.8 billion and
$1.6 billion, respecuvely. Our debt-to-total-capital ratio was 28.5% and 26.9% as of December 51, 2002
and 2001, respectively. We expect to maintain our debt-to-total-capital ratio between 25% and 30%.
Within this range, we believe our cost of capital and return on shareholders” equity are optimized, while
maintaining a prudent level of leverage and liquidity.

In January 2002, we issued $400 million of 5.2% fixed-rate notes due January 2007. We used proceeds
from this borrowing to repay commercial paper and for general corporate purposes, including working
capital, capital expenditures, business acquisitions and share repurchases. When we issued these notes,
we entered into short-term LIBOR-based (London Interbank Offered Rate) variable interest rate swap
agreements for $200 million of the above notes. At December 31, 2002, the rate used to accrue interest
cxpense on these swaps was approximately 1.4%.

As of December 31, 2002, we had outstanding commercial paper of $461 million and current
maturities of long-term debt of $350 million. We intend to issue new term debt or commercial paper
during 2003, as necessary, to finance the repayment of these obligations. As noted below, we believe that
we huve sufficient flexibility to obtain additional financing in the public or private markets.

{ 31}

UnitedHealth Groap



We have credit arrangements for $900 million that support our commercial paper program. These
creditarrangements include a $450 million revolving facility that expires in July 2003, and a $450 million,
364-day facility that expires in July 2003. We also have the capacity to issue approximately $200 million
of extendible commercial notes {(ECNs). As of December 81, 2002 and 2001, we had no amounts
outstanding under our credit facilities or ECNs.

Our debt arrangements and credit facilities contain various covenants, the most restrictive of which
require us to maintain a debt-to-total-capital ratio below 43% and to exceed specified minimum interest
coverage levels. We are in compliance with the requirements of all debt covenants.

Our senior debt is rated “A” by Standard & Poor’s (8&P) and Fitch, and “A3” by Moody’s. Our
commercial paper and ECN programs are rated “A-17 by S&P, "F-1" by Fitch, and “P-2” by Moody’s.
Consistent with our intention of maintaining our senior debt ratings in the “A” range, we intend to maintin
our debtto-total-capital ratio at 30% or less. A significant downgrade in our debt and commercial paper
ratings would likely adversely affect our borrowing capacity and costs.

The remaining issuing capacity of all securities covered by our $-3 shelf registration statement (for
common stock, preferred stock, debr securities and other securities) is $450 million. We may publicly offer
such securities from time to time at prices and terms to be determined at the ime of offering. We also have an
$-4 acquisition shelf registration statement under which we have remaining issuing capacity of approximately
5.6 million shares of our common stock in connection with acquisition activities.

During 2002 and 2001, we invested $419 million and $425 million, respectively, in property, equipment,
capitalized software and information technology hardware. These investrnents were made to support
business growth, operational and cost efficiencies, service improvements and techn ology enhancements.

Effective September 30, 2002, we acquired AmeriChoice Corporation {(AmeriChoice), a leading
organization engaged in facilitating health care benefits and services for Medicaid beneficiaries in the
states of New York, New Jerscy and Penunsylvania. We are integrating our existing Medicaid business with
AmeriChoice, creating efficiencies from the consolidation of health care provider networks, technology
platforms and operations. We issued 5.3 million shares of our common stock with a fair value of
approximately $480 million in exchange for 93.5% of the outstanding AmeriChoice common stock. We
issued vested stock options with a fair value of approximately $15 million in exchange for outstanding
stock options held by AmeriChoice employees, and we paid cash of approximately $82 million, mainly 1o
pay off existing AmeriChoice debt. We will acquire the remaining minonty interest after five years al a value
based on a multiple of the earnings of the combined Medicaid business. We have the option to acquire the
minority interest at an earlier date if specific events occur, such as the termination or resignation of key
AmeriChoice employees.
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Under our board of directors’ authorization, we maintain a common stock repurchase program.
Repurchases may be made from time to time at prevailing prices, subject to certain restrictions on volume,
pricing and timing. During 2002, we repurchased 22.3 million shares at an aggregate cost of approximately
$1.8 billion. As of December 31, 2002, we had board of directors’ authorization to purchase up 1o an
additional 16.3 million shares of our common stock.

As a limited part of our share repurchase activities, we had entered into purchase agreements with an
independent third party to purchase shares of our common stock at various times and prices. In May 2002,
the share purchase agreements were terminated, and we elected to reccive shares of our common stock
from the third party as settlement consideration. The favorable settlement amount was not matcrial and
was recorded through additional paid-in capital. We currently have no outstanding purchase agreements
with respect to our common stock.

On February 11, 2003, the board of directors approved an annual dividend for 2003 of $0.03 per share.
The dividend will be paid on April 17, 2003, to shareholders of record at the close of business on April 1, 2003.

CONTRACTUAL OBLIGATIONS AND COMMITMENTS
The following table summarizes future obligations due by period as of December 31, 2002, under our debt
agreements, lease obligations and other commercial commitments (in millions):

2003 2004 to 2005 2006 tc 2007 Thereafter Total

Debt and Commercial Paper? $ 811 $ 350 $ 400 5 - $1,761
Operating Leases 109 179 142 190 620
Unconditional Purchase Obligations® 40 14 17 - 101
Total Contracrual Obligations $ 960 $ 773 $ 539 $ 190 $2.482

1 Debt payments could be accelerated apon violation of debt covenants. We believe the hkelihond of a deht covenant violation is remote.

b4 - . _— -
= Amouuts TCPresent mijmuin PDI‘Ch:{SC conmnIunents under CXIStNg service EngClI'IUﬂb.

Currently, we do not have any other material definitive commitments that require cash resources; liowever,
we continually evaluaie opportunities to expand our operations. This includes internal development of

new products, programs and technology applications and may include acquisitions.

AARP

In January 1998, we initiated a 10-year contract to provide insurance products and services to members of AARP.
Under the terms of the contract, we are compensated for transaction processing and other services as well as for
assuming underwriting risk. We are also engaged in product development activities to complement the
insurance offerings under this program. Premium revenues from our portion of the AARP insurance offerings
were approximately $3.7 billion in 2002, $3.6 billion in 2001 and $3.5 billion in 2000.

The underwriting gains or losses related to the AARP business are recorded as an increase or decrease
to a rate stabilization fund (RSF), which is reported in Other Policy Liabilities in the accompanying
Consolidated Balance Sheets. The company is at risk for underwriting losses to the extent cumulative net
losses exceed the balance in the RSE. We may recover RSF deficits, if any, from gains in future contract
periods. To date, we have not been required to fund any underwriting deficits. We believe the RSF balance
is sufficient to cover potential future underwriting or other risks associated with the contract.

The effects of changes in balance shcet amounts associated with the AARP program accrue to AARP
policyholders through the RSF balance. Accordingly, we do notinclude the effect of such changes in our
Consolidated Statements of Cash Flows.
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REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We conduct a significant portion of our operations through companies that arc subject to standards
established by the National Association of Insurance Commissioners (NAIC), These standards, among other
things, require these subsidiaries to maintain specified levels of statutory capital, as defined by each staie, and
restrict the timing and amount of dividends and other distributions that may be paid to their parent
companies. Generally, the amount of dividend distributions that may be paid by a regulated subsidiary,
without prior approval by state regulatory authoritics, is limited based on the entity’s level of statutorv nct
income and statutory capital and surplus. The agencies that assess our creditworthiness also consider capital
adequacy levels when establishing our debt ratings. Consistent with our intent to maintain our senior debt
ratngs in the “A” range, we maintain an aggregate statnlory capital level for our regulated subsidiaries thatis
significantly higher than the minimum level regulators require. As of December 31, 2002, our regulated
subsicliaries had aggregate statutorv capital of approximately $2.5 billion, which is significantly more than the
aggregate minimum regulatorv requirements.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Critical accounting policies are those policies that require management to make the most challenging,
subjective or complex judgments, often because they must estirnate the effects of matrers that are
inherently uncertain and mav change in subsequent periods. Critical accounting policies involve
judgments and uncertainties that are sufficiently sensitive 1o result in materially different results under
different assumptions and conditions. We helieve our most critical accounting policies are those
described below. For a detailed discussion of these and other accounting policies, see Note 2 to the
Consolidated Financial Statements.

REVENUES

Revenues are principally derived from health care insurance premiums, We recognice premium revenues
in the period eligible individuals are entitled to receive health care services. Customers are tvpically billed
monthly at a contracted rate per eligible person multiplied by the total number of people eligible to
receive services, as recorded in our records. Employer groups generally provide us with changes to their
eligible population one month in arrears. Fach billing includes an adjustment for prior moenth changes in
eligibility status that werc not reflected in our previous billing. We estimate and adjust the current period’s
revenues and accounts receivable accordingly. Our estimates are based on historical trends, premiums
billed, the level of contract renewal activity and other relevant information. We also estimate the amount
of uncollectible receivables each period and record valuation allowances based on historical collection
raies, the age of unpaid amounts, and information about the creditworthiness of the customers. We revise
estimates of revenue adjustments and uncollectible accounts receivable each period, and record changes
in the period they become known.
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MEDICAL COSTS

A substantial portion of our medical costs pavable is based on estimates, which include estimates for the
costs of health care services cligible individuals have received under risk-based arrangements but for
which clairus have not yet been submitted, and estimates for the costs of claims we have received but have
not yet processed. We develop medical costs pavable estimates using consistently applied actuarial
methods based on historical claim submission and payment data, cost trends, utilization of health care
services, contracted service rates, customer and product mix, and other relevani factors.

Qver time, as actual claim costs and more current information become available, our estimated liability
for medical costs payable develops either favorably. with revised pavable ¢stimates less than originally
reported medical costs payable, or unfavorably, with revised payable estimates more than originally reported
medical costs payable. We include the impacts of changes in estimates in the operating results of the period
in which we identify the changes.

Each period, our operating results include the effects of revisions in estimares related to all prior
periods, based on actual claims processed and paid. Changes in estimates may relate to the prior fiscal
year or to prior quarterly reporting periods within the same fiscal year. Changes in estimates for prior
quarterly reporting periods within the same fiscal year have no impact on total medical costs reported for
that fiscal year. In contrast, changes in medical costs payable estimutes for prior fiscal years that are
identified in the current year affect total medical costs reported for the current fiscal year.

Our medical costs payable estimates as of December 31, 2001, 2000 and 1999 each developed favorably
in the subsequent fiscal year by approgimately $70 million, $30 million and $15 million, respectively,
representing carnings from operations of 3.2% in 2002, 1.9% in 2001 and 1.8% in 2000. Favorable
development of prior year medical costs payable estimates represented 0.5%.0.2%, and 0.1% of medical
costs in 2002, 2001 and 2000, respectively, and 2.7%, 1.2%, and 0.7% of medical costs payable as of
Decermber 31, 2001, 2000, and 1999, respectively. Management does not believe the changes in medical
costs payable estimates described above were significant in relation to earnings from operai:ions.
medical costs or medical costs payable. Amounts related to the AARP business were excluded from these
calculations since the underwriting gains and losses associated with this business are recorded as an
increase or decrease 10 a rate stabilization fund. For additional information regarding the components
ol the change in medical costs payable for the years ended December $1, 2002. 2001 and 2000, see
Note 7 of the consolidated financial statements.

Qur estimate of rnedical costs payable represents management’s best esiimate of the company’s liability
for unpaid medical costs as of December 31, 2002, developed using consistently applied actuarial methods.
Management believes the amount of medical costs payable is reasonable and adequate to cover the
company’s liability for unpaid claims as of December 31, 2002; however, actnal claim payments may differ
from established estimares. Assuming a hypothetical 1% difference between our December 31, 2002
estimates of medical costs payable and actual costs payable, excluding the AARP business, 2002 earnings
from operations would increase or decrease by approximately $28 million and basic and diluted net
earnings per common share would increase or decrease by approximately $0.06 per share.
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INVESTMENTS

As of December 31, 2002, we had approximately $5.2 biltion of investments, primarily held in marketable
debt securities. Our investments arc principally classified as available for salc and are recorded at fair
value. We exclude unrealized investment gainy and losses from earnings and report them together as a
separate component in shareholders’ equity. We continually monitor the difference between the cost and
fair value of our investments. If any of our investments experience a decline in fair value thatis determined
to be other than temporary, based on analysis of relevant factors, we record a realized loss in our
Consolidated Statement of Operations. Managementjudgmentis involved in evaluaring whether a decline
in an invesument’s fair value is other than temporary. New information and the passage of time can change
these judgments. We revise impairment judgments when new information becomes known, and record
any resulting impairment charges at that time. We manage our investment portfolio to limit our exposure
to any one issuer or industry, and largely limit our investments to U.8. Government and Agency sccurities,
state and municipal securities, and corporate debt obligations that are invesunent grade.

LONG-LIVED ASSETS

As of December 31, 2002 and 2001, we had long-lived assets, including goodwill, other intangible assets,
and property, equipment and capitalized software, of $4.4 billion and $3.6 billion, respectively. We review
these assets for events and changes in dircumstances that would indicate we might not recover their
carrving value. In assessing the recoverability of our long-lived assets, we must make assumptions regarding
estimated future utility and cash flows and other internal and external factors to determine the fair value
of the respective assets. If these estimates or their related assumptions change in the future, we may be
required to record impairment charges for these assets.

CONTINGENT LIARILITIES

Because of the nature of our businesses, we are routinely involved in various disputes, legal proccedings and
governmental audits and investigations. We record liabilities for our estimates of the probable costs
resulting from these matters. Our estimates are developed in consultation with outside legal counsel and
are based upon an analvsis of potential results, assuming a combination of litigation and seitlement
strategies and considering our insurance coverages, if any, for such martters. We do not believe any matters
currently threatened or pending will have a material adverse effect on our consolidated financial position
or results of operations. It is possible, however, that future results of operations for any particular quarterly
or annual period could be matcrially affected by changes in our estimates or assumptions.
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INFLATION

The current national health care cost inflation rate significantly exceeds the general inflation rate. We use
various strategies to lessen the effects of health care cost inflation. This includes setting commercial
premiums based on anticipated health care costs and coordinating care with physicians and other health
care providers. Through contracts with physicians and other health care providers, we emphasize
preventive health care, appropriate use of health care services consistent with clinical performance
standards, education and closing gaps in care.

We believe our strategies to mitigate the impact of health care cost inflation on our operating results
have been and will continue to be successful. However, other factors including competitive pressures,
new health care and pharmaceutical product introductions, demands from pbysicians and other health
care providers and consumers, major epidemics, and applicable regulations may affect our ability
to control the impact of health care cost inflation. Because of the narrow operating margins of our
risk-based products, changes in medical cost trends that were not anticipated in establishing premium
rates can create significant changes in our financial results.

LEGAL MATTERS

Because of the nature of our husinesses, we are routinely party to a variety of legal actions related to the
design, management and offerings of our services. We record liabilities for our estimates of probable costs
resulting from these matters. These matters include, but are not limired to: claims relating o health care
benefits coverage; medical malpractice actions; contract disputes; and claims related to disclosure of certain
business practices. Following the events of September 11, 2001. the cost of business insurance coverage
increased significantly. As a result, we have increased the amount of risk that we self-insure, particularly with
respect to routing matters incidental to our business.

In 1999, a number of class action lawsuits were filed against us and virtually all major entities in the
health benefits business. The suits are purported class actions on behalf of certain customers and physicians
for alleged breaches of federal statutes, including the Employee Retirement Income Security Act of 1974, as
amended (ERISA), and the Racketeer Influenced Corrupt Organization Act (RICO).

Although the resulws of pending litigauion are always uncertain, we do not believe the results of any
such actions, currently threatened or pending, including those described above, will. individually or in
aggregate, have a material adverse effect on our consolidated financial position or results of operations.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of changes in value of a financial instrument caused by changes in interest
rates and equirty prices.

Approximately $6.2 billion of our cash and investments at Deecember 31, 2002 was invested in fixed
income securities. We manage our investment portfolio within risk parameters approved by our board of
directors; however, our fixed income securities are subject to the effects of market fluctuations in interest
raies. Assuming a hypothetical and immediate 1% increase or decrease in interest rates applicable to our
fixed income portfolio at December 31, 2002, the fair value of our fixed income investments would
decrease or increase by approximately $205 million.

At December 31, 2002. our UnitedHealth Capital business had approximately $150 million of equity
investments primarily in various public and non-public companies concentrated in the areas of health
care delivery and related information technologies. Market conditions that affect the value of health care
or technology stocks will likewise impact the value of our equity portfolio.

CONCENTRATIONS OF CREDIT RISK

Investments in financial instruments such as marketable securities and accounts receivable may subject
UnitedHealth Group to concentrations of credit risk. Our investments in marketable securities are
managed under an investment policy authorized by our board of directors. This policy limits the
amounts that may be invesied in any one issuer and generally limits our investments to U.S.
Government and Agency securities, state and municipal securities and corporate debt obligations that
are investment grade. Concentrations of credit risk with respect to accounts receivable are limited due
to the large number of emplover groups that constitute our costomer base. As of December 31, 2002,
there were no significant concentrations of credit risk.
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CAUTIONARY STATEMENT REGARDING “FORWARD-LOOKING” STATEMENTS

The statements contained in Results of Operations and other sections of this annual report to shareholders
include forward-looking statements within the meaning of the Private Securities Lirigation Reforin Act of

intends,” “will
likely result,” “estimates,” “projecis” and similar expressions are intended o identify such forward-looking

1995 (PSLRA). When used in this report, the words and phrases “belicves,” “anticipates,

staternents. Any of these forward-looking statements involve risks and uncertainties that may cause the
company’s actual results to differ materially from the resulis discussed in the forward-looking statements.
Statements that are not strictly hisiarical are “forward-looking” and known and unknown risks may cause
actual results and corporate developments to differ materially from those expected. Except to the extent
otherwise required by federal securities laws, we do not undertake to address or update each statement in
future filings or communications regarding our business or results, and do not undertake to address how any
of these factors may have caused results to differ from discussions or information contained in previous filings
or communications. In addition, any of the matters discussed in this annual report may have affected our past
aswell as carrent forward-looking statements about future results. Any or all forward-looking statements in this
reportand in any other public statements we make may turn out to be inaccurate or false. Thev can be affected
by inaccurate assumptions we might make or by known or unknown risks and uncertainties.

Many factors discussed below will be important in determining future results. Consequently, no
forward-looking statement can be guaranteed. Actual future results may vary materially from those
expressed in our prior communications. Factors that could cause resulis and developments o differ
materially from expectations include, without limitation, (a) increases in medicul costs that are higher
than we anticipated in establishing our premium rates, including increased consumption of ot costs of
medical services; (b) increascs in costs associated with increased litigation, legislative activity and
government regulation and review of our industry, including costs associated with compliance with
proposed legislation related to the Patients’ Bill of Rights, e-commerce activides and consumer privacy
issues; (c) heightened competition as a result ol new entrants inro our market, mergers and acquisitions
of health care companies and suppliers, and expansion of physician or practice management comnpanies;
(d) failure to maintain effective and efficient information systems, which could result in the loss of
existng customers, difficulties in atracting new customers, difficulties in determining medical cosws
estimates and establishing appropriate pricing, customer and physician and health care provider
disputes, regulatory violations, increases in operating costs or other adverse consequences; (e) events
that may negatively affect our contract with AARP, including any failure on our part to service AARP
customers in an effective manner and any adverse events that directly affect AARP or its business
partners; (f) medical cost increases or benefit changes associated with our remaining Medicare+Choice
operations; (g) significant deterioration in customer retention; (h) violations of debt covenants or a
significant downgrade in our debt ratings; (i) our ability to execute contracts on favorable terms with
physicians, hospitals and other service providers, and (j) significant deterioration in economic conditions,
including the effects of acts of terrorism, particularly bioterrorism, or major epidemics. A further listand
description of these risks, uncertainties and other matters can be found in our annual report on Form 10-K
for the year ended December 31, 2002, and in our periodic reports on Forms 10-Q and 8-K.
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CONSOLIDATED STATEMENTS OF OPERATIONS

{in millions, exeept per share daray

REVENUES
Premiums
Services
Investment and Qther Income
Tolal Revenues

MEDICAL AND OPERATING COSTS
Medical Costs
Operating Costs
Depreciation and Amortization
Total Medical and Operating Costs

EARNINGS FROM OPERATIONS
Gain on Disposition of UnitedHealth Capital Investments

Interest Expensc

EARNINGS BEFORE INCOME TAXES
Provision for Income Taxes

NET EARNINGS

BASIC NET EARNINGS PER COMMON SHARE

DILUTED NET EARNINGS PER COMMON SHARE

BASIC WEIGHTED-AVERAGE NUMBER OF COMMON SHARES

QUTSTANDING
PILUTIVE EFFECT OF OUTSTANDING STOCK OPTIONS

WEIGHTED-AVERAGE NUMBER OF COMMON SHARES OUTSTANDING

AS5UMING DILUTION

See notes to consolidated [inancial statements.
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For the Year Ended December 31,

2002

$ 21,906
2,894
220
25,020

18,192
4,387
255
22,834
2,186
(90)

2,096
(744)

$ 1,352
$ 446
$  4.25

303.4
14.7

318.1

$

$

2001

20,683
9,490
981
23,454

17,644
3,979
263
21.883
1,566

(94)

292

2.79

312.4
14.4

326.8

2000

$ 18,926
1,964
232
21,122

16,135
3,520
247
19,922
1,200
27
(72)

1,155
(419)

324.2
12.3

336.5



CONSOLIDATED BALANCE SHEETS

(in millions, eacept share and - . share dara)

ASSETS
Current Assets
Cash and Cash Equivalents
Short-Term Invesunents
Accounts Receivable, net of allowances of $182 and $127
Assets Under Management
Deferred Income Taxes
Other Current Assers
Total Current Assets
Long-Term Investments
Property, Equipment and Capitalized Software, net of accumulated
depreciation and amortization of $456 and $314
Goodwill
Other Intangible Assets, net of accumulated amortzation of $31 and $23
Orther Assets
TOTAL ASSETS

LIAEBILITIES AND SHAREHOLDERS' EQUITY
Current Liabiliges
Medical Costs Pavable
Accounts Payable and Accrued Liabilities
Other Policy Liabilities
Commercia) Paper and Current Maturitics of Long-Term Debt
Unearmed Premiums
Total Current Liabilities
Long-Term Debt, less current maturities
Deferred Income Taxes and Qther Liabilities
Commitments and Contingencies (Note 12]
Shareholders’ Equity
Common Stock, $0.01 par value — 1,500,000.000 shares authorized;
299,458,000 and 308,626,000 shares outstanding
Additional Paid-In Capital
Retained Eamnings
Accumulated Other Comprehensive Income:
Net Unrealized Gains on Investments, net of tax effects
TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

See notes w consolidated financial statements.
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2002

$ 1,130
701

835

2,069

389

50

5,174
4,498

955
3,363
122

52
14,164

o

$ 3,741
1,459
1,781

811
587
8,379
950
407

173
4,104

148
4,428
$ 14,164

As of Decernbier 31.

2001

$ 1,540
270

856

1,903

316

61

4,046
3,888

847

2,723

a7

55

$ 12436

$  3.460
1,209
1.595

684

543

7,491

900

204

39

3,805

3,891
$ 12,486



CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS® EQUITY

{in millions)

BALANCE AT DECEMBER 31, 1999

Issuances of Common Stock,

and related tax benefie
Common Stock Repurchases
Comprehensive Income

Net Earnings

Other Comprehensive Income Adjusiments

Change in Net Unrealized Gains
on Investments, net of rax effects
Comprehensive Income

Common Stock Dividend

BALANCE AT DECEMBER 31, 2000

Issuances of Common Stock,

and related tax benefits
Common Stock Repurchases
Comprehensive Income

Net Eamnings

Other Comprehensive Income Adjustments

Change in Net Unrealized Gains
on Investments, net of tax effects
Cormnprehensive Income

Common Stock Dividend

BALANCE AT DECEMBER 31, 2001

Issuances of Common S$tock,

and related ax benefus
Common Stock Repurchases
Comprehensive Income

Net Earnings

Other Comprehensive Income Adjustments

Change in Net Unrealized Gains
on Investments, net of tax effects
Comprehensive Income

Common Stock Dividend

BALANCE AT DECEMBER 31, 2002

See notes to consolidated financial statements.,

Comren Stock
Shares Amourt

335 $ 3

13 -
(31)

11 -
(19) -

309 3

12 =
22) -

299 $ 3
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Addibienal
Faid-In
Capital

$ 250

349
(599)

474
(435)

39

905
71

$ 173

Rstaned
Earairgs

§ 3,445

(381)

736

3.595

(694)

913

[

3,805

(1,04;)

1,352

9)

$4,104

Net Unrealizad

Gang 90

$

$

Investrments

165

(46)

104

148

Yozl

Shareralders’

Equiv
$ 3,863

349
(1,180)

736

(46)
©)
3,891

905
(1,815)

1,352

104
&)

$4,428

Camprehensive

Inzome

$ 736

(73)
661

vy

$1,352

104
$ 1,456




CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Year Endled December 31
(n mlliens) 2002 2001 2000

OPERATING ACTIVITIES

Net Earnings $ 1,352 $ 913 $ 736
Noncash Items
Depreciation and Amortization 255 265 247
Deferred Income Taxes and Other 154 40 73

Net Change in Other Operating Items, net of effects
from acquisitions, sales of subsidiarics and changes
in AARP balances

Accounts Receivable and Other Current Asses 83 7 26
Medical Costs Payable 74 156 288
Accounts Pavable and Accrued Liabilines 423 280 75
Other Policy Liabilities 70 131 87
Unearned Premiums 12 52 (11)
CASH FLOWS FROM OPERATING ACTIVITIES 2,423 1,644 1,521

INVESTING ACTIVITIES

Cash Paid for Acquisitions, net of cash assumed and other cffects (302) (92) (76)
Purchases of Property, Equipment and Capitalized Software (419) (425) (245)
Purchases of Investments (3,246) (2,088) (3,022)
_ Macurities and Sales of Investments 2,576 1.467 2,375
CASH FLOWS USED FOR INVESTING ACTIVITIES (1,391) (1,138) (968)

FINANCING ACTIVITIES

Proceeds from Gommon Stock Issuances 205 178 228
Proceeds from (Payments of) Commercial Paper, net (223) 275 (182)
Proceeds from Issuance of Long-Term Debt 400 250 400
Payments for Retirement of Long-Term Debt - (150) -
Common Stock Repurchases (1,815) (1,129) (1,180)
Dividends Paid 9 )] (3)
CASH FLOWS USED FOR FINANCING ACTIVITIES (1,442) (583) (739)
ﬁC_REASE (DECREASE) IN CASH AND CASH EQUIVALENTS (410) 121 (186)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 1,540 1,419 1,605
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 1,130 $ 1,340 $ 1,419

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING ACTIVITIES
Common Stock Issued for Acquisinons $ 567 $ 163 $ -

See notes to consolidated financial statements.,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1 DESCRIPTION OF BUSINESS

UnmitedHealth Group Incorporared (also relerred to as "Unitedlicalth Group,™ “the comnpam.” "we,”
“us.” and "our™) is 4 natioual leader in forming and operaling orderly, elficient markers for the exchange
of high quality health and well-being services. Through strategically aligned, market-defined businesses,
we offer health care access, bencfirs and relared administrative, technology and inlormation services
designed o enable, lacilitate and advance optimal health care.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION

We have prepuared the consolidated finuncial statements according to accounting principles generally
accepted in the United States of America and have included the accounts of UnitedHealth Group and its
subsidiaries. We bave eliminaied all significant intercompany balances und transactions.

USE OF ESTIMATES

These consolidated financial statements include certain amounts that are based on our best estimates
and judgmens. These estimates require ws o apply complex assumptions and judgments, often because
we must make estimates about the effects of maiters that are inherently uncertain and will change in
subsequent periods. The most significant estimates relate 1o medical costs, medical cosis pavable,
revenues, contingent liabilities and asset valuations, allowances and impairments. We adjust these
estimates cach period, as more current information becomes available. The imopact of any ¢changes in

estimatcs s included in the determination of earnings in the period in which the estimate is adjusted.

REVENUES

Premium revenues are derived from visk-based arrangements in which the premiwn is fixed, npically fora
onevear period, and we assuine the econaric risk of funding health care services and related adminsirarive
costs. We recognize premium revenues in the period in which eligible individuals are emiitled 1o receive
health care servicey We record premium payments we receive from our custoners prior to such period as
uncarned premiums.

Service revenues are primarily derived from services perlormed for customers that self-insure the
medical ¢nsts of their emplovees and their dependents. Under service fee contracts, we recognize revenue
in the period the related services are performed based upon the fee charged to the customer. The
customers retain the risk of financing medical benctits for their employees and their emploveey’
dependents, and we adminisier the payment of customer funds Lo physicians and other health care
providers from customer-funded bank accounts. Because we do not have the obligaton for funding the
medical expenses, nor do we have responsibility for delivering the medical care, we do nor recognize gross
revenue and medical costs for these conuracts in our consolidated financial statements.

MEDICAL COSTS AND MEDICAL COSTS PAYABLE

Medical costs include claims paid, claims processed but not yet paid, estimaltes for claims received but not
vet processed, and estimates for the costs of health care services eligible individuals have recetved under
risk-based arrangements, but for which claims have not yet been submitted.

We develop our estimates of medical costs payable using actuarial methods based upon historical
claim submission and payment data, cost trends, utilization of health care services, contracted service
rates, customer and product mix, and other relevant factors. The ¢stimates may change as actuarial
methods change or as underlying historical data apon which estimates are based are revised with more
current information. We did not change actuarial methods during 2002, 2001 and 2000.
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We reflect adjostments to medical cosis payable estimates in the aperating results of the period in
which we identify the changes in estimares, Lach period, our operaring resulrs rellect, revisions in estiinates
related to all prior periods. based on actual claims processed and paid. Management belieses the amount
ol medical costs pavable is reasonable and adequate 1o cover the company’s liability for unpatd claims as of

December 31, 2002; however, acwal claim payments mav differ from established estimates.

CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash und cash equivalents are highly liquid iny estmenis with an orxiginal mawrity of three months or Jess.
The tair value of cash and cash equivalents approximates their carrsing value because of the short
maturity ol the inshuments. [nvesnnents with a maturity of less than one vear are classified s shor-rerm.
We may sell invesuments classified as long-term before their maturin to und working capital or for other
purposes. Because ol regulatory requirements, certain investmenis are included in long-term invest-
ments regardless of their maturity date. We classify these investments as held to maturity and report them
atamortized cost. All other investments are classificd as availuble lor sale and reported at fair value based
on quoted market prices.

We exclude unrealized gains and losses on investments available for sale from eamings and reportitasa
separate cormponént of shareholders” equity, net of income tax eflects. We condnualls monitor the difference
between the cost and estimated fair value of our invesuments. If any of our investmensts experiences a decline
i value that Is determined w be other than temporary, based on analvsis of relevant factors. we record a
realized loss in Imestment and Other Income in our Consolidated Starement of Operations. To calculare
realized gains and losses on the sale of investments, we use the specitic cost of cach investment soldl

ASSETS UNDER MANAGEMENT

We adminisier certnin aspects of AARPs insurance program (sce Nowe 4). Pursuant 1o our agreement,
AARP assews are managed separately from our general imyestment portfolio and are used 1o pay costs
associated with the AARP program. These assets ate invested at our discretion. within investuent guidelines
approved by AARP At December 31, 2002, the assers were invested in muarkerable debtsecurities. We do not
guarantee any rates of investment return on these investments and, upon vansfer of the AARP contract to
another entity, we would transfer cash cqual in amoun, 1 the fair value of these investments at the date of
vansfer ta that entity. Becausc the purpose of these assets is to fund the medical costs pavable, the rate stabi-
lization hind liabilities and orther related Liabilities associated with the AARP contrace, assets under
management arc classificd as current assets, consistent with the classification of these liabilites. Interest
carnings and realized investment gains and losses on these assets accrue to AARD policvholders through the
rate stabilizaton fund. As such, they are not included in our earnings. Interest income and realized gains
and losses related to assets under management are recorded as an increase 1o the AARP rate stabilization
fund and were $102 million and $113 million in 2002 and 2001, respectively. Assets under management are
reported at their fair market value, and unrealized gains and losses are included directly in the rate stabilization
fund associated with the AARD program. As of December 31, 2002 and 2001, the AARP invesiment portfolio
and rate stabilization fund inchuded net unrealized gains of $117 million and $56 million, respectvely.

PROPERTY, EQUIPMENT AND CAPITALIZED SOFTWARE

Property, equipment and capiralized software is stated at cost, net of accumulated depreciation and
amortization. Capitalized software consists of certain costs incurred in the development of internal-use
software, including extemal direct costs of materials and services and payroll costs of employees devoled

to specific software development.
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We caleulate depreciation and amortizition using the straight-line method over the estimated useful
lives of the assets. The aseful lives for property, equipment and capitalized software are: from three to
seven years for [urniture, [intures und equipment; from 33 1o 40 vears [or buildings; the shorter of the
usclul life or remuining lease ierm jor leaschold improvements; and from three to nine vears for
capitalized software. The weighted-average useful lile of property, equipment and capitalized sofiware at
December 31, 2002, was approximately five vears.

The net book value of property and cquipment was 5490 million and $421 million as of December 31. 2002
and 2001, respectively. The net book value of capiialized software was 5163 million and $426 million as of
Deceinber 31, 2002 and 2001, respecively

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the amount by which the purchase price and transaction costs of businesses we
have acquired exceed the estimated fair valoe of the net rangible assets and separately idencifiable
intangible assets of these businesses. We adopted FAS No. 142, “Goodwill and Other Intangible Asserts,”
on January 1, 2002. Under FAS No. 142, goodwill and intangible assets with indefinite usefid lives are not
amortized, but are tested at least annually for impairment. Intangible assets with discrete useful lives are
amortized on 4 siraightline basis over their estinated useful lives.

LONG-LIVED ASSETS

We review long-lived assets, including property, eqnipment, capitalized software and intangible assets, for
events or changes in circumstances that would indicate we might not recover their carrying value. We
consider many factors. including estimated future uriliy and cash Aows associated with the assets. to
make this decision. An impairment charge is recorded for the amount by which the asset carrying valne
exceeds the estimated fairvalue. We record assets held for sale at the lower of their carrving amount. or

(air value, less anv costs [or the final scitlement.

OTHER POLICY LIABILITIES

Orther policy liabilities include the rate stabilization fund associated with the AARP program (sec Note 4)
and customer balances related to experience-rated insurance products. Customer balances represent
excess customer payments and deposiv accounts under experience-rated contracis. At the customer’s
option, these balances may be refunded or used to pay future premiums or claims under eligible contracts.

INCOME TAXES

Deferred income tax assets and liabilities are recognized for the differences between the [inancial and
income tax reporting buses of assets and liabilities based on enacred tax rates and Jaws. The deferred
income tax provision or benefif generally reflects the net change in deferred income tax assets and
liabilities during the vear, excluding any deferred income tax assets and liabilities of acquired
businesses. The current income tax provision reflects the tax consequences of revenues and expenses
currently taxable or deductible on various income tax rewurns for the year reported.

CUSTOMER ACQUISITION COSTS

Costs related to the acquisttion and renewal of customer contracts, including sales commissions,
enrollment materials and customer set-up costs, are charged to expense as incurred. Our insurance
contracts typically have a one-vear lerm and may be cancelled upon 30 davs notice by either the company
or the customer.
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STOCK-BASED COMPENSATION
We account for activity under our stock-based employce compensation plans under the recognition and
measurement principles ol APB (Accounting Principles Board) Opinion No. 25. “Accounting for Siock
Issued to Emplovees.” Accordingly, we do uot recognize compensation expense in conncciion with
emplovee stock option grants hecause we grant stock options at exercise prices not less than the fair
value of our common stock on the date of graut.

The [ollowiug rable shows the ¢ffect o net earnings and earnings pet shace had we applicd the far
valne expense recogniiion provisions of FAS No. 123, *Acconnting for Stock-Based Compensation.” to

stock-based emplover compensation.

Foy the Year Ended December 01,

fra mollinne, Fxcep 2er shaie datg 2002 2301 253206
NET EARNINGS

As Reported $ 1,352 S 913 3 7%6
_ Compensation Expense, net ol tax effect (101) (82) 176y

Pro Forma $ 1,251 $ 831 $ 660
BASIC NET EARNINGS PER COMMON SHARE )

As Reported $ 4.46 s 292 g 297

I'ro Forma $ 4.12 $ 266 & 204
DILUTED NET EARNINGS PER COMMON SHARE

As Reported $ 425 & 9270 5§ 219

Pro Forma $ 3593 S 254 5 1.9
WEIGHTED-AVERAGE FAIR VALUE PER SHARE OF

OPTIONS GRANTED $ 28 3 2% S 14

Information un ourstock-based compensation plans and data used (o calculate compensarion expense in
the table above are described in mote detail in Nowe 10.

NET EARNINGS PER COMMON SHARE

We compuie basic net curnings per common share by dividing net carnings hv the weighted-average
nuwher of common shares outstanding doring the period. We determine diluted net carnings per
common share using the welghted-average number of common shares outstanding during the periad.

adjnsted lor powenrially dilutive shares that might be issued upon exercise of common stock options.

DERIVATIVE FINANCIAL INSTRUMENTS

As part of our risk management sirategy, we enier into interest rate swap agrecments to manage our
exposure Lo interest rate risk. The differential between [ixed and variable rates to be paid or received
is accrued and recognized over the life of the agreements as an adjustment to interest expense in the
Consolidated Statemenis of Operations. Our existing interest rate swap agreements convert a portion
ol our interest rate exposure from a fixed to a variable rate and are accounted for as fair value hedges.
Additional information on our existing interest rate swap agreements is included in Note 8.

RECENTLY ISSUED ACCOUNTING STANDARDS

On January 1, 2003, we adopted FAS No. 143, “Accounting for Asset Retirement Obligations] which
addresses financial accounting and reporting for obligations associated with the retirement of tangible
long-lived assets and the associated retirement costs. Its adoption did not have a material impact on our
consolidated financial position or results of operations.
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[n June 2002, 1the Financial Accounting Staudards Board (FASB) issned FAS No. 146, “Acconriing for
Costs Assaciaied with Exit or Disposal Activities.” FAS No. [46 requires companies o recognicze a Babilive
for cosrs assnciated with exit or disposal activities when they are incurved. rather than ar the dare of a
commitment 1o an exit or disposal plan. FAS No. 146 is effcctive for exit or disposal activiues initialed
afier December 31, 2002, The adoption of this statement on Janvary 1, 2003 did not have @ material
impuct on our consolidated {inancial position or results of operations.

InDecember 2002, the FASB issucd FAS No. 148, “Accounting for Stock-Rased Compensation — Trunsition
and Disclosure — an amendment of FASB Statement No. 1237 FAS No. 148 provides aliernative transition
methads lor comnpanies that make avoluntary change 10 the fairvalue-bascd method of accouuting for stock-
hased enmiployee compensation. In addition, FAS No. 148 amends the disclosure requirenients of FAS No. 123
Lo require disclosures in both annual and inrerim financial sratements ahout the method of accounting for
stock-hused emplovee compensation and the effect of the inethiod used on reported results. We have adopied
the disclosure provisions of FAS No. 148 in these: consolidated financial statements, and its adopiion had no

impact on our consolidated Ginuncial position or resulws of operaions,

RECLASSIFICATIONS

Certain 2000 and 2001 amounis in the consolidated financial statements have been reclassified o conform
to the 2002 presentation. These reclassitications have no eltect on net carnings or sharcholders™ equity as
previously reported.

3 ACQUISITIONS

Effecihve Seprember 30, 2002, we acquired AmeriChoice Corporation (AmeriChoice), a leading organization
engaged in tacilitating health care benefits and senices for Medicaid beneliciaries in the states of New York.
New [ersev and Pennsvlvania, We are integrating our existiug Medicaid business with AmeriChoice within the
Health Care Senvices reporting segment, creating elficiencies from the consolidation of healih care provider

networks, technology platfurms and operatons. We issued 3.3 million shares of onr common stock with a fuir

value of approximarely %430 million in exchange for 93.5% ol the oustnding AmeriChoice common stock. We
also issued vested siock options with a fairvalue of approximaiely $15 million in exchange for owstanding siock
options held by AmeriChoice emplovees and paid cash of approxinurely $82 million. mainh 10 pay off existing
AmeriChoice debt. The purchase price and costs associated with the acquisition of approxintely $577 million
exceeded the preliminuy estimated fair value of the netrangible assets acquired by approximately $528 million.
This has been assigned to goodwill in the amount of $472 million, and finite-lived inungible assets, primarily
customer contracts, in the amount of $56 million. The welghted-average useful life of the finttelived intangible
assets Is estimated 10 be approximaitely 11 vears. We will acquire the remaining minority interest after five vears at.
avalue based on a multple of the earnings of the combined Medicaid business. We have ihe option to acquire the
minority interest at an earlier date if specific evenis occur, such as the termination or resignation of key
AmeriChoice employees. The results of operations for AmeriChoice since the acquisition date have been
included in our Consolidated Statements of Operations. The pro forma eflects of the AmeriChoice acquisition
on our consolidited financial statements were not material.

Qur preliminary cstimate of the fair valuc of the tangible assets/(liabilities) as of the acquisition date is
as follows:

(in mallinne}

Cash and Cash Equivalents $ 32

Accounts Receivable and Other Gurrent Assets 38

Long-Term Investmencs 151

Property, Equipment and Capitalized Software 21

Medical Costs Payable (129)

Other Currcni Liabilitiec o ) _ . e
Net Tangible Assets Acquired $ 49
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[n Ociober 2001, our Specialized Care Services business segment acquired Spectera. Inc. (Specterad, a
leading vision care benefits company in the Unired States. 1o expand the hreadib ol service oflerings we
extend ro our customers. We paid 537 million in cash. and issued 1.5 million shares ot common stock with a
fair value of 5106 million in exchange [or all outsianding shares of Speciera. The purchiuse priceand related
acquisition costs ul approximately S1 10 million exceceded the estimated fair value of net assets acquired by
$126 rmillion. Under the purchase method of accounting, we assigned this amount to goodwill. The results
of operations for Specicra sinee the acquisition date are included in our Consolidated Statements of
Opevarions The pro forma elecis of the Speciera acquisition on our consolidated fimancial statements
were notnaterial,

For the vears ended December 31, 2002, 2001 and 2000, aggregate consideration paid or issned for
smaller acquisitions accounted for under the purchase method was 3267 million, $134 million and

»76 million, respectively. These acquisitions were notmaterial 1w our consolidated Anancial statements.,

4 AARP

In Junuary 1998, we iniriated 4 10-vear contract to provide insurance products and services to members of
AARP. Under the terms of the contract, we are compensated for nansaciion processing and other services
as well as for assuming underwriting risk. We are also engaged in product development activities to
complement the insurance offerings under this program. Premium revenues from our portion of the AARP
insurance offerings were approximately $3.7 billion in 2002, $5.6 billion in 2001 and 33.5 billion in 2000.

The underwriting gains or losses related 10 the AARP business ave directly recorded as an increase or
decrease 1o a rate stabilizavon fund (R5F). The primary components of ihe underwriting results are
premum revenue, medical cosis, imvestment income, administrative expenses, member service expenses,
marketing expenses and premium taxes. Underwriting gains and losaes are recorded as an increase or
decrease o the RSF and accrue to ARP policvholders, unless camularive net losses were 1o exceed the
balance in the RSE. To the extent underwiiting losses exccad the balance unihe RSE we would have o fund
the delicit. Any delicit we fund could be recovered by underwriting gains in future periods of the contract
To date. we have not been required to fund any underwriting deficits. The RSF balunce is reported in Other
Policy Liabilities in the accompanying Consolidated Balance Sheews. We believe the RSF balance is sufficient
to cover potental future underwriting or other risks associated with the conrracu

The Inllowing AARP program-related assets and labilities are included in our Consolidated Balance
Shects:

Batance 28 of Deceruber 3.
{ir =illias: 2002 2001

Assets Under Management $ 2,045 $ 1,882
Accounts Receivable $ 294 8 281
Medical Costs Pavable $ 893 $ 867
Other Policy Liabilitics $ 1,299 $ 1,180
Accounts Pavable and Acerned Liabilities $ 147 3 116

The effects of changes in balance sheet amounts associated with the AARP program accrue to AARP
policyholders througli ithe RSF balance. Accordingly, we do notinclude the effect of such changes in our
Consolidated Staternents of Cash Flows.
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5 CASH, CASH EQUIVALENTS AND INVESTMENTS

As of December 31, the ainortized cost. gross unrealized gains and losses. and [air vaduce of cash. cash

equivalents and investments were as follows (u millions):

Amsried Gross Unraaza, aross Lrreahized Fair
2002 (rsr Gairs Losses Tae
Cash and Cash Equivalents $ 1,130 $ - $ - $ 1,130
Debt Securities — Available for Sale 4,742 238 ® 4,972
Equity Securities — Available for Sale 150 5 (5) 150
Debt Securities — Held to Maturity 77 - - 77
Total Cash and Investments $ 6,099 $ 243 $ 1A% $ 6,329
2001 . . _—
Cash and Cash Equivalents $1.540 8 - 8 - % 7,340
Debt Securities — Available for Sale 5,806 12 (20) 3,807
Equits Securites — Available for Sule 201 16 (467 171
Debt Securites — Held 10 Maturite 80 - - R0
Towal Cash and Investments $ 5.697 $ 137 $ (66) % 5,698

As of December 31, 2002 and 2001, respectively, debt securities consisted of $1.439 million and
$1.073 million in U.S. Government and Agency obligations. $2,475 million and $1.684 million in state
and municipal obligations, and $1.133 million and $1,230 million in corporate obligations. Av
December 31, 2002, we held 3677 millhon in debr sccurities with maturities of less than one vear.
31.442 million in debt securities maturing in one 1o five years, and $2,930 million in debt securities with
maturitics of more than five years.

During 20071 and 2000, respectively, we contnbuted Unitedl [ealth Capital invesiments valued w
approximatcly 322 million and $52 million 1o the United Health Foundation, a non-consolidated,
not-for-profit organization. The realized gains of approximately $18 million in 2001 and $31 million in
2000 were offseL by related contribution expenses of 322 million in 2001 and $32 million in 2000. The nct
expenses of $4 million in 2001 and 31 million in 2000 are included in Investment and Other Income in
the accompanying Consolidated Statements of Operatons.

In a separate disposition of UnitedHealth Capiral investments during 2000. we realized a gain
of $27 million.

We recorded realized gains and losses on sales of investments, excluding the UnitedHealth Capital

dispositions described above, as follows:
For the Year Ended December 51,

{in nutlions! 2002 2001 2300
Gross Realized Gains $ 57 $ 30 $ 12
Cross Realized Losses (75) (19) (469
Net Realized Gains (1.osses) $ (18) & 11 $ (54)
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6 GOODWILL AND OTHER INTANGIBLE ASSETS

We adopied FAS No. 142, “Goodwill and Other Ingangible Assers,” on January 1, 2002, Under FAS No. 142,
goodwill and intangible assets with indefinite useful lives are not amortized. The following 1able shows
net carnings and earaings per common share adjusted to reflecr the adoption of the
non-amortization provision of FAS No. 142 as of the beginning ol the respective pernads:

Fou the Year Foded Decermber 31,

D ions eeeepl e share Ealn- 2002 =001 sy

NET EARNINGS

Reported Ner Earnings $ 1,352 $ 913 & 736
. Goodwill Amorticaton. net of tax elfects - &9 43

Adjusted Net Faruings $ 1,352 8 1,002 $ &2
BASIC NET EARNINGS PER COMMON SHARE

Reported Basic Net Earnings per Share $ 446 § 292 5 227

Gnodwill Amortization, net ol tax elfects = - 0.29 0.26

Adjusied Basic Net Larnings per Shure $ 446 $ 321 § 9255
DILUTED NET EARNINGS PER COMMON SHARE

Reported Diluted Net Earnings per Share $§ 425 3 279 § 219
__Goodwill Ainortization, net of tax effects - 0.28 025

Adjusted Dilated Net Earnings per Share $ 425 $ 307 & 244

Changes in the carrving amount of goodwill. by operating scginent, during the vear encled December 31,
&8 - b o ) fw) o - H
2002, were as follows:

Srecial

Carz

lin miknns,

Salance at January 1, 2002 3 1.166 4 599
Acquisitions and Subsequent Pavments 527 - 4] I
I_I)jlmp(ni!jonﬁ IIIIIII - - - 3}
Balance at December 31, 2002 $1,693 $ 698 $ 363 $ 609

The weighted-average nseful life, gross carrving value, accumulared amorization and net carrvin g value
of other intangible assets as of December 31, 2002 and 2001 were as follows:

Walzhied- December 31, 2002 oueemhet 31, 2001
hsrage @ross Carying  Accumuiated Neb Carying Accam ated
(i inidiionss Usefal Life Arrhizatise Jalun Amgrizahss
Customer Coniracts and
Membership Lists ldyears $ 64 $ (1) § 63 § - 8 - § -
Tatents, Trademarks
and Technology 10 years 58 (24) 34 28 (19 9
Non-com pete Agreements
and Other 7 vears 31 (6) 25 22 1) 18
Total 10years  $158  $(31) $122 $ 30 $93 § 97

Amortizalion expense relating to other intangible assets was $9 million in 2002, Estimared future wnortization
expense relating to other intangible assets for the years ending December 31 arc as follows:

(in mollious} 2003 2004 2005 2006 2667
$ 15 3 14 $ 14 § 12 S 12
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7 MEDICAL COSTS PAYABLE

The following table shows the components of the change in medical costs pavable for the vears ended
5 51 J b
December 31, excluding amounts relaied to the AARP business:

lor the Year Dnded Deecpmiber 41

nllonse 2002 Z57 23037
MEDICAL COSTS PAYABLE, BEGINNING OF PERIOD $ 2,593 5 2411 5 2124
ACQUISITIONS! 180 17
REPORTED MEDICAL COSTS

Current Year 14,860 14+ 367 12.994

Prior Years 3 (70) (303 i13)
___Total Reported Medical Costs 14,790 14,337 12,981
CLAIM PAYMENTS

Paymens for Current Year (12,435) {11,933) {10.711)
_ Payments for Prior Years . _(2,280) (2.239) (1,983
___Total Claim Payments (14,715) (14,172) (12,694)
MEDICAL COSTS PAYABLE, END OF PERIOD $ 2,848 $ 2393 $ 2411

t Hepresents the inedwal costs pazable halance as of the applicable acquisition daie Subsecuent changes in esfiimates related o
acquived inedical conts pavable are recovded ws adjustnoents 19 Goodwill

Amonnis relauing 1o the AARP business have been excluded since the underwriting gains or losses related
10 1his contract are recorded as an increase or decrease 1o a rate stabilization fund, which is more {ully
described in Note 4. Medical costs payable balances relating o the AARP business were $393 million,
SR67 million. 5855 mullion and $791 million as of December $1. 2002, 2001. 2000 and 1999, respectively.
Medical cosis relating to the AARP business were $3,402 million, $3,307 million and $3.174 million for
the years ended December 21, 2002, 2001 and 2000, respectively.
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8 COMMERCIAL PAPER AND DEBT

Commercial puper and debi consisted of the following as of December 31 (in millious):

2002 _
Far “ar

u I _ Jaiua e
Commeraal Paper $ 461 634
Floating-Rate Notes

due November 2003 100 100 160 100
6.6% Senior Unsecured Notes

due December 2003 250 260 250) 2066
Floating-Rate Notes

due November 2004 150 150 130 130
7.5 Senior Unsecurced Notes

due November 2005 400 450 H00 435
3.24. Senior Unsccured Notes

due ary 2007 . 400 423 . - -
Total Commercial T'aper and Debt 1,761 1,844 1.584 1,633
Less Current Mawmities (811) (821) (684 (6&4)
Long-Term Delx, less current maturities $ 950 $ 1,023 $ 900 5 919

As of December 31. 2002, our oulstanding commercial paper had interest rates ranging from 1.4% 10 1.5%.
The interest riwes on the {loating-rate notes are resct quarterly to the three-month LIBOR plus 0.3% for the
notes duc November 2003 and to the three-maonth LIBOR plus 0.6% for the notes due November 2004, As
of December 31, 2002, the applicable rates on the notes were 1.7% and 2 0%, respectivels.

In January 2002, we issued 5400 million of 3.2% fixed-rate notes due January 2007. We uwsed procecds
from this borrowing Lo repay commercial paper and for general cotporate purposes including working
capital, capital expenditures. business acquisitions and share repurchases. When we issned these notcs.
we entered into inerest rate swap agreements that qualifv as [air salue hedges w convert a portion of our
interest rate exposwre from a fixed 1o a variable rate, The futeresr rate swap agreements have an aggregale
notional amount of $200 million maturing January 2007, The variable rates approximate the six-month
LIBOR and are reset on a semiannual basis in arrears. At December 21, 2002, the rate wsed to accrue
Interest expense on these swaps was approximatelv 1.4%.

We have eredit urrangements for $900 million that support our commercial paper program. These
creditamangements include a $4530 million revolving facility thut expires in July 2003, and 2 $450 million,
%64-day facility that expives in July 2003. We also have the capaciw to issue approsimatcly $200 million of
extendible commercial notes (ECNs). As of December 31. 2002 and 2001, we had no amounts outstanding
under our credit facilities or ECNa.

QOur debtagreements and credit facilities contain various covenants, the most restrictive of which
require us to maintain a debt-to-loftal-capital ratio below 45% and to exceed specified minimum interest
coverage levels. We are in compliance with the requirements of all debt covenants.

Maruriries of commercial paper and debt for the vears ending December 31 are as foliows:

(in moillions; 2003 2004 2005 2006 2007
$ 8n $ 180 $ 400 5 - § 400

We miade cash payments for interest of $36 million, $91 million and $68% million in 2002, 2001 and
20060, respectively.
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9 SHAREHOLDERS' EQUITY

REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We condnet asignificant portion of owr operatons through «ompanics that are subject to standards estab-
lished by the National Association of [nsurance Commissioners (NAIC). These standards, among otber things.
require these subsidiaries to maintain specified levels of statutors capital, as delined by cach staie, and resict
the timing and amount of dividends and other distributions that may he paid ro their parent companies.
Generally, the amount ol dividend disiriburions thai max be paid by a regnlated subsidiary, without prier
approval by state regulaiory anthorities, is limired based on the entdty’s level of statutory net income anl
statuzory capital and surplus. At December 31, 2002, approximately 5280 milhon of our $6.2 billion of cash
and imesunenrs was held by non-regolated subsidiaries. Of this amount, approximately 3130 million was
available for gencral corporate e, including acquisitions and share repurchases. The remaining 5130 million
consists primarily of public and non-public equity securitics held by UnitedHealth Capital, our investment
capital business.

The agencics that assess our creditworthiness also consider capital adequacy levels when establishing
our debt ratings. Consistent with our intent to maintain our senior debt ratings in the "A” range, we
mainiain an aggregate statarory capital and s plus level for our regulated subsidiaries that is significantly
higher thap the mimimwmn level repulator require. As of December 31, 2002, our regulated subsidiaries
had aggregate statulory capital and surplus ol approximately $2.5 billion, which is significandy more than
the aggregate minimum regulatory cequiremenits.

STOCK REPURCHASE PROGRAM
Under our board of directors” authorization. we maintain a common stock repurchase program.
Repurchases may be madc lrom tme 10 tinie at prevalling prices. snbject to restrictions on volume. pricing
and uming. During 2002, we repurchased 22,3 million shares for an aggregare of $1.8 billion. As of
December 31, 2002, we had board ol directors” authorizaton 1o purchase up io an additional 16.5 million
shares of our commaon stock

As alunited part of our share repurchase activities. we had entered into purchase agreements with an
independent third party to purchase shares of our cornmon stock at various imes and prices. In May 2002,
the share purchasc agreements were icrminated, and we clected io receive shares of our common stock
from the third party as scttlement consideration. The favorable setdement amount was not material and
was recorded through additdonal paid-in capital. We currentdy have no ouistanding purchase agreements
with respect 10 our common stock.

PREFERRED STOCK
At December 51. 2002, we had 10 million shares of $0.001 par value preferred stock authotized for

issuance, and no preferred shares issued and outstanding.
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10 STOCK-BASED COMPENSATION PLANS

During 2002, our shareholders voted 1o consolidate our three primary stock-based compensation plansinto
one new plan. As of December 31, 2002, 29.0 million shares remained available under that plan {or [uture
arants of siock-based awards including, but not limited 0. incentive or non-qualified stock options. stock
appreciation rights and restricted siock. No shares are available for grants (rom our other plans,

Swek options are granted at an exercise price not less than rthe fair value of our commou stock on the
date of grant, Thev generally vest ratably over four vears and may be exercised up to 10 yeurs fiom the datc of
grant. Acrivity unrler our stock plans is summarized in the wble helow (shares in thousands):

Srares Sharas Sraes &
Ourtanding at Beginning of Year 38,337 38,510 44,030 $ 19
Granted 12,517 8,139 8516 $ 30
Assumerl in Acquisitions 457 19 - § -~
Exercised (6,614) (7,716) (12,351 $ 17
Forleited (1,496) (1,000) (1,435} $ 90
Quistanding at End of Year 43,201 38337 38810 $ 22
Exercisable al knd of Year 20,696 19,585 17,2367 5020
As of December 31, 2002 Ozfions Ovtsta~ding

Weignted-Average
Ny Rematirg ighied-fvavage

Parge of Bxarise Soges Duistancirg Optor Ter: iyeare! Extreise Prica Exercsagia
& 0-320 4,338 43 % 17 1219 5 18
21 - 340 10,597 6.3 § % 14,794 5 23
$41-870 13,833 83 $ 6l 1,631 5 54
$71-8100 L 5413 a6 $ =3 s $ 83
$ 0-$100 43,201 7.3 5 4 20.695 § 24

To determine compensation cxpense under the fair value method, the lair value of each option grant is
estimated on the date of grant using the Black-Scholes option-pricing model. The principal ussumptions we
used in applving the Black-Scholes model were as follows:

- 2002 2601 W
Risk-Free Interest Rate 2.5% 3.7% 3.0%
Expected Volatiliee 40.2% 45.9% 49.6%
Expected Dividend Yield 0.1% 0.1% 0.1%
Expected Lilc in Years 4.5 4.8 4.5

Information regarding the effect on net eamings and net earnings per common shure had we applied the

fair value expense recoguition provisions of FAS No. 123 is included in Note 2.

Effective August 1, 2002, our employee stock ownership plan was merged into our existing 101(k) plan. We also

mainiain an employee stock purchase plan. Activity related to these plans was not significant in relation to our
consolidated financial results in 2002, 2001 and 2000.
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11 INCOME TAXES

The components of the provision (benelin) for income taxes are as follows:

Year Luded Decenber 31 G muthors® 2002
Current Prosiston
Federal $ 675
State and Local 3 57
Total Cuwrrent Pronvision 732
Deferred Provision (Benefit) 12
__Toul Provision for Income Taxes L5 1

Z001 200G
224 5 330
5
369 366
{10y _ 51
559 2 419

The reconciliation of 1he wax provision at the U.S. Federal Statutory Rate to the provision for income

mxes 15 as follows:

Year Euded Decenther 31, {1 meillicagt 2002
Tax Provision ar the U.S, Federal Statutory Rate $ 734

Stare lucome Taxes. nec of federal benefit 33

Tax-Exempt Invesoment Income (26)
Non-deductble Amortization -
Charitable Contributions -
Other, net —_— . 3
__Provision for Income Taxes $ 744

The components of deferred income tax assets and liabilities are as follows:

A of Decemuer 37 D miions
Deferred Income Tax Assers
Accrued Expenses and Allowances
Unearned Premiwns
Afedical Cosis Payable and Other Poliey Liabilities
Net Operaring Loss Carivtorwards '
Other
Subtotal
Less: Viluation Allowances

Total Deferred Income Tax Assets

Deferred Income Tax Liabilives
Capiralized Software Development,
Net Unrealized Gains on Investmenis
Depreciation & Amortization

Total Deferred Income Tax Liabilides

Net Deterred Income Tax Assets

$

$

2770 20008
313 § 304
90 29
n (17
20 27
- {18)

7 {6)
559 S 419
2002 23G1
252 s 200
47 63
60 a4
61 39
.30 30
450 14924
(39) (31
411 385
(176) (150)
(82) (31)
(64) (22)
(312 (203
99 $ 182

Valuation allowances are provided when it is considered more likely than not that deferred tax assets will
not be realized. The valuation allowances relate to fumire tax henefits on certain federal, state and

forcign net operating loss carryforwards. Federal net operating loss carryforwards expire beginning in

2017 through 2022, and state net operating loss carrsforwards expire beginning in 2003 through 2022.
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We made cash payments for income taxes ol 5433 million in 2002, $384 million in 2001 and $352 million
in 2000. We increased addirional paid-in capiial and redaced income taxes pavable by 3133 million in both
2002 and 2007, and by £116 million in 2000 o rellect the tax benefit we received upon the exercise of
non-qualified stock options.

The compuany, rogether with i wholb-owned subsidiaries, (iles a consolidared federal income tax
return. [nternal Revenue Service examinalions for the 1999 and 1998 tax vears have been completed and

did not have a significant impact on our consolidated operating resulis or finuncial positdon.
12 COMMITMENTS AND CONTINGENCIES

LEASES
We leuse facilities, computer hardware and other equipment under long-term operating leases that are
noncancelable and expire on various dates through 2023, Rent expense under all operating leases was
$132 million in 2002, 3135 million in 2001 and $132 million in 2000.

At December 31, 2002, future minimum annual lease pavments, nct of sublease income, uunder all

noncancelable operating leases were as follows:

Sy

(i1 millicns) 2003 2604 2005 2006 2097 Therea‘ter
3 109 8 94 $ 85 $ 75 $ 67 5190

SERVICE AGREEMENTS

We have three separate contracts for certain dawt center operations and support, and newwork and voice
communication services. which expire in 2005 and 2006. Expenses incarred in connection with these
agrecments were $201 million in 2002, 2196 million in 2001 and $182 million in 2000.

LEGAL MATTERS

Because ol the nature of our basingsses, we are rowdnely party 1o a vadety of legal actions related to the
design, ianagementand ofterings of our services. We record liabilities for our estimate of probable costs
resuling from these matters. These matiels include. bur are notlimited w: claims relating o health care
benefits coverage: medical malpractice actions: conrract disputes; and claims related wo disclosure of
certain business praclices, Following the evenis of Sepiember 11, 2001, the cost of business insurance
coverage increased significantly. As i resul, we have increased the amount of risk that we self-insure,
particularly with respect to routine matters incidental 10 our business.

In 1999, a number of class action lawsuits were filed against us and virtally all major entities in the
health benefits business. The suits are purpovied class actions on behall of certain customers and phesicians
for alleged breaches of federal statutes, including the Employee RetirementIncome Security Act o[ 1974, as
amended (ERISA), and the Racketeer Influenced Corrupt Organization Act (RICO).

Although the results of pending litigation are always uncertain, we do not believe the resulis of any
such actions currently threatened or pending, including those described above, will, individually or in

aggregate, have a material adverse effect on our consolidated financial position or results of operations.
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GOVERNMENT REGULATION

Our business s regulated at federal. state. local and imemational levels. The laws and rules governing our
business are subject 1o frequent change, and agencies bave broad laiitude t administer those regulations.
State legishuures and Congress conunue to focus on health care issues as the subject of proposedd Jegislation.
Existing or future laws and rules could force ns 1o change how we do business. restrict revenne and
enrollment growth, increase our health care and adminisoative costs and capital requirements, and increase
our liability related to coverage interpretarions or other actions. Further, we must obtain and maintain
regidatory approvals 1o market many of our products.

We ure also subject to various ongoing governmental investigations. audits and reviews, and we record
liabilities for our estimate of probable costs resulring from these matters. Althongh the results of pending
matters are always uncermin, we do not believe the results of anv of the currcnt investigations, aadits or
reviews, individually or in the aggregate. will liave a material adverse effect on our consolidated financial
position or results of operations.

13 SEGMENT FINANCIAL INFORMATION

Factors used in derermining our reportable business segments inclnde the nature of operating activities,
existence of separate senjor management teams, and the ty pe of information presented o the company’s
chiel operating decision-tnaker 1o evaluate our resuls of operations.

Our accounting policies for business segment operations are the same as those described in the Swunary
of Significant Accounting Policies (see Note 2). Transactions between business segruents principally consist of
customer service and transaction processing senvices that Uniprise provides 1o UnitedHealthoare and Cranons.
certain product offerings sold o Unipiise and UnitedEFealthcare customers by Specialized Care Senices, and
sales of medical benefits cost, quality and utilization data and predictive modcling 10 UnuedHealthceare,
Ovadons and Uniprise: by Ingenix. These transactions are recorded at management’s best estimate of fair alue,
as if the services were purchascd from or sold to third parties. All miersegment transactions are eliminated in
consolidation. Assets and liabilities that are jointhised are assigned to cach segment using estimates of pro-rata
usage. Cash and imvesuments are assigned such that each segment has minumum specified levels of regulatory
capital or working capital for non-regulared businesses. The “Corporare and Elimivations” colurnn inchides
costs associated with company-wide process improvement initiatiy ¢s, net expenses from charitable contribu-
tions 10 the United Health Foundation and eliminations of inrersegment transactions. In accordance with
accounting principles generally accepted in the United States of America, segments with siinilar cconomic
characteristics may be cormbined. The Anancial results of UnitedHealthcare, Ovations and AmedChoice have
been combined in the Health Care Services segment column in the tables presented on the next page because
these businesses have similar cconomic characteristics and have similar products and services, types of
custorners. distribution methods and operational processes, and operate o a similar regulatory emironment,
typically within the same legal entity. Substantially all of our operations are conducted in the United States.
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The lollowing tables present segment financial information as of and for the vears ended December 51
20022001 and 2000 (in millions):

Hea'th Care Specialized Corporats

2002 o Servess URprisE Care Sarvices Ingan't are Enmonavons Corsoecaes
Revenues — External Customers $ 21,465 $ 2,083 $ 897 $ 355 $ - $ 24,800
Revenues — Intersegment - 603 598 136 (1,357) -
Investment and Other Income m_ 14 - . 220
Total Revenues $ 21,644 $ 2,713 $ 1,509 $§ 491 $(1,337 $ 25,020
Earnings From Operations $ 1,336 $ 509 $ 286 $ 55 $ - $ 2,186
Total Assets’ $10,522 $ 1,914 $ 974 $ 902 $ (653D $13,775
Net Assets’ $ 4,379 $ 1,097 $ 602 $ 763 $ (617 $ 6,324
Purchases of Property, Equipment

and Capitalized Software $ 129 $ 159 $ 59 $ 72 $ - $ 419
Depreciation and Amortization $ 102 $ 69 $ 36 $ 48 $ - § 255
2001 N
Revenues — External Customers $ 20.259 3 1,841 s 734 5 330 § - 5923173
Revenues — Intersegment 387 504 108 {1.198) -
Invesument and Oiher Income 235 34 16 - {4) 281
Total Revenues 320404 § 2469 8 1,934 S 147 5(1,20%) $ 98 454
Earnings From Operations 5 o4 3 374 $ 214 3 4 g {14) 3 1.366
Total Assers- $ 9,014 31797 5 818 § 771 §(200) £12170
Net Assets’ $ 5408 8 1.020 § 514 § 046 5 (1583 $§ 5430
Purchases of Property. Equipment

and Capiulized Software $ 12 S 1N 8 33 g 69 % - & 4325
Depreciaton and Amaortization $ 101 8 8l 3 33 % a0 g - % 93
2000
Revenues — External Customers 5 18,502 S 1.395 5 503 9200 2 - $ 20.890
Revenues — Inersegment - 320 461 85 (1.066) -
Invesiment and Other Income 194 23 10 - 3 232
TowlRevenues $18.606 S 2190 5 94§ 37 8{LO6H) 21,122
Earnings From Operations $ 739 % 989 § 174 3 3% 3 (34 $ 1200
Total Assets’ 3 §118 $ 1.578 $ 393 5780 $ {153 310,818
Net Asscis” 8§ 3,085 $ 978 § 276 & 617 3 (113) § 1845
Purchases of Property, Equipment ) ) )

and Capitalized Software % B8 $ 94 & 28 $ 35 S - § 245
Depreciation and Amortization $ 100 % Vi) 8 25 $ 47 1 - § 247
! 'faral Assets and Net Asse1s exclude, wheie applicable, debt and acerved intevest of $1,775 million, 31,603 gullion and 31.222 million,

incoine tax-related assets of 3589 millhion, $3106 million and $235 wmillion and income mx-related liabiliges of $510 million, $252 million and
3163 million as ot December 31, 2062, 2001 and 2000, respectiveh,
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14 QUARTERLY FINANCIAL DATA (UNAUDITED)

For the Quarter Loded

Jin miliions. eacept per skave daial ——_ _‘f!—a_[gl'-_Sl June 35 Septeraber 32 Desemizr 30
2002

Revenues $ 6,013 $ 6,078 $ 6,247 $ 6,682
Medical and Operating Expenses $ 5,531 $ 5,555 $ 5,675 $ 6,073
Earnings From Operations $ 482 $ 523 $ 572 $ 609
Net Earnings $ 295 $ 325 $ 353 $ 3
Basic Net Earnings per Common Share $ 0.96 $ 1.07 $ 117 $§ 1.26
Diluted Net Earnings per Common Share $ 092 $ 101 $ 112 $ 1200
2001

Revenues $ 35,680 $ 3813 5 35041 5 6,020
Medical and Operating Fxpenses $ 5315 $ 5,429 $ 3345 $ 35,599
Earnings From Operations 8 363 3 384 3 396 8 a2
Net Earningy $ 212 $ 293 8 23 5 47
Basic Net Earnings per Common Share: $ 067 $ 071 S 0.75 $ 079
Diluted Net Farnings per Common Share 3 0.64 $ 0.68 5 071 5 0.76

I ficdudes an estiinated $40 nillion 325 ;milhion afrer tax effec), or 80.08 diluted ner earnings per common share, of fuorable
- . = p ’
medhical costs estimate development from prios periods.
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REPORT OF MANAGEMENT

The management of UnitedHealth Growup is responsible for the integrity and objeciivie: of the consolidated
financial information contained in this annual report. The consolidated financial statements and relired
information were prepared according to accounting principles generally accepred in the United States of
America and include some anounts that are based on management’s besr estimaies and judgments.

To meet its responsibility, management depends on its accounting svstermns and related internal
uccounting controls. These systems are designed. to provide reasonable assurance, at an appropriate cost
that financial records are reliable for use in preparing financial statements and that assets are safeguarded.
Qualified personnel throughour the organization mainin and monitor these internal acconnting
conirols on an ongoing basis.

The Audit Committee of the board of directors, composed entrely of directors who are not emplovees
of the company, meets periodically and privatel with the company’s independent anditors and management
1o review accounting, auditing, ivtermal control, financial reporting and other marers.

William W. McGuire, MD
Cligirman and Chief Executive Officer

Stephen J. Hemsley
President and Chief Operating Officer

Patrick J. Erlandson
Chief Finaneial Officer
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INDEPENDENT AUDITORS' REPORT

To the Board of Dircciors and Sharcholders of UnitedHealth Group Incorporated:

We have sudiled the accompanying consoludated balance shect of Uniwedilealth Group Incorporaterd and
Subsidiaries as of December 31, 2002, und the related statements of operations. changes in shareholders’
equire. and cash flows for the vear then euded. These consolidated financial staiements are the responsibility
of the Company’s management Qur responsibility is to express an opinion on these consolidaied financial
statements based on our audit. The consolidated financial statements of UnitedHealth Group Incorporated
and Subsidiaries as of December 31, 2001, and for cach of the two vears in the period ended December 31,
2001, were audited by other auditors who have ceased operations. Those audiors expressed an unqualitied
opinion on those consolidated financiul stiternents in their report dated January 24, 2002.

We conducted our audit in accordance with apditing standards generally accepied in the Unired
States of America. Those standards require that we plan and perform the audit (6 obrain reasonable
assurance about whether the financial statemenis are Iree of material misstatement. An audit, includes
examining, on a tesl basis. evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
managemcnt, as well us evaluating the overall financial siatement presentation. We believe that our audil,
provides a reasonable basis for our opinion.

In our opinion, such consolidated linancial statements present fairly. in all material respects, the financial
position of the Company at December 31. 2002, and the results of their operations and their cash flows for the
vear then ended in conformity with accounung principles generally accepted in the United States of America.

As discussed in Note 2 10 the consolidared financial statements, effective January 1, 2002, the Company
changed is method of accounting for goodwill and other jntangible assets.

As discussed above. the consolidated financial statements of UnitedHealth Group Incorporated as ol
December 31, 2001 and 2000, and for each of the two years in the period ended December 3], 2001, were
audited by other andutors who have ceased operations. As described in Notes 6 aud 7. these consolidued
Imancial statements have been revised to (i3 include the transidonal disclosures required by Siatement ot
Fiuancial Accounring Standards (Statement) No. 142, Goodwuidl and Qiher Intangible Assets. whicly, as clescribed
in Note 2. wus adopied by the Company as of January 1. 2002. and (i) include disclosure of the componenis
ol the change in medical costs pavable consistent with Stiement of Position 94-5, Disclosures of Covtaws Matiers
in the bnancial Sintements of Insurnnce Enterprises. Our audit procedures with respect 1o the disclosures in Note
6 with respect to 2001 and 2000 included () agreeing the previously reporied netincome o the previoush
issucd consolidated financial statements and the adjustments 10 reported net income representing
amortizalion expense (including any related fax effects) recognized in those periods related 10 goodwill,
intangible assets thart are 1o longer heing amortized, deferred creclits related 1o an excess over cost, cquity
methad goodwill, and changes in amortization periods for intangible assets that will coutinue to be
amortized as « result of initially applying Staiemcen No. 142 (including any related 1ax eftects) o the
Company’s underlying records obtained from management, and (i) testing the mathemaiical accuracy of
the reconciliation of adjusted net income 1o reported net income, and the related earnings-persharc
amounts. Our audit procedures with respect to the disclosures in Note 7 with respect to 2001 and 2000
included (i) agreeing the presiously reported beginning and end of vear medical costs pavable to the
previonsly issued consolidaied finauncial statements, (i) agrecing the previously reported medical costs to the
previously issued consolidated financial staternents (iii) agreeing paid claims payments and prior vears
medical costs change in medical costs payable to supporting documentation of claims pavment dewil and
(iv) 1esting the mathematical accuracy of the components of the change in medical costs payable. In our
opinion, the disclosures for 2001 and 2000 in Notes 6 and 7 are appropriate. However, we were not engaged
10 audit, review, or apply any procedures to the 200] and 2000 consolidated financial statemenrs of the
Company other than with respect to such disclosures and, accordingly, we do not express an opinion or any
othier form of assurance on the 2001 and 2000 consolidated financial statements taken as u whole.

DELOITTE & TOUCHE LLP
Minneapolis, Minnesota
January 23, 2003
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INDEPENDENT AUDITORS' REPORT

The following audit iwpert of Asthwr Andersen LLE our former rudependent auditors, 15 a copy of the orginal veport dated
Jeowary 24, 2002, yendered by Avthur Andersen LLP oi owr comsolidnted finaneial statements meluded in our Anvual
Report o Form 10-K filed on April 1, 2002, and has wot beew veissued by \rthur Andersen LI P since that date.

To ihe Shareholders and

Direciors of UnitedHealth Group Incorporated:

We have andined the accompanying consolidated balance sheets of UnitedHealth Group Incorporated (a
Minnesons Corpoation) and Subsidiarics as of Decernber 31, 2001 and 2000, and the related consolidated
statements of operations, changes in sharcholders” equity and cash flows for each of the three years in the
period ended December 31, 2001 These financial statements are the responsibility of the Company s
management. Qur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generallv accepred in the United States.
Those standards require that we plan and perform the audit 1o obiain rcasonable assurance about whether the
financial statements are firce of material misstatement. An andit includes examining, on a 1est basis, evidence
supporting the amounts and disclosures in the financial statements. Ap audit also includes assessing the
accounting principles used und significant ¢stimates made by management. as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements relerred 10 above present fairly, iu all material respecs, the
financial position of UnitedHealth Group Incorporated and its Subsidiacies as of December 81, 2001 and
2000. and the yesuls of their operations and their cash flows for each of the three years in the period ended
December 31. 2001, in conformity with accounting principles generally accepted in the United States.

ARTHUR ANDERSEN LLP
Mianeapolis, Minnesota
Janmuary 24, 2002
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FINANCIAL PERFORMANCE AT A GLANGE

GROWTH & PROFITS — CONSQLIDATED'

an gulhoas, except per share dara)
Revenues

Farnings From Operations
Operating Margin
Return on Net Assets

Net Earnings
Net Margin

Diluted Net Earnings per Share

GROWTH & PROFITS — BY SEGMENT

(i injlliont)

HEALTH CARE SERVICES
Revenues
Yarnings From Operations
Operating Margin
" Rerurn on Net Assets
UNIPRISE
Revenues
Earnings From Opcrations
Operating Margin
Rerurn on Net Asscts
SPECIALIZED CARE SERVICES
Reveuues
Farnings From Operations
Operating Margin
Return on Net Assets
INGENIX
Revenuwes
Earnings From Operations
Operatng Margin
Return on Net Assels

CAPITAL ITEMS®
{in millions, except per share clata)

Cash Flows From Operating Activities

Capital Expenditures

Consideration Paid or Issued for Acquisitions
Debtto-Total-Capital Ratio

Return on Shareholders’ Equit

Year-End Market Capitalization

Year-End Common Share Price

2002 2001
$25,020 8 93434
$ 2,186 % 1,366

8.7% 6.7%

37.5% 30.7¢
$ 1,352 s 918

5.4% 3.9%
$ 495 § 970

2002 - 2001
$21.644 $ 20,404
$ 1,336 8 944

6.2% 4.6%

35.7% 2025
$ 2,713 $ 9462
$ 509 $ 874

18.8% 15.9%

47.9% 3795
$ 1,509 5 1,254
$ 286 8 214

19.0% 17.1%

50.7% 28.1¢%
$ 491 § 447
$ 55 8 48

11.2% 10.7%

7.6% 7.3%

2002 2001
$ 2,423 $ 1,544
$ 419 $ 425
$ 869 $§ 923

28.5% 28.9%

33.0% 94 5%
$ 25,005 $ 21,841
$ 83.50 $ 7077

1 Cxcludes nonrecurring items iv 2000, as described in foamote 1 at the bottom of page 19,
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2000
521122

$ 1,200

5 705
$.3%

$ 210

2000

s 97
g 174
17.9%
68.8%
%
2600
5 1,321
$ 245
g 76
24.7%
19.0%
$ 19,470
5 6138



INVESTOR INFORMATION

Muarket Price of Common Stock

The following table shows the range ol 'high and low
sules prices for the company’s stock as reported on
the New York Sinck Exchange for the calendar
periods shown through February 28, 2008, These
prices do notinclude commissions or fees associated
with purchasing or sclling this securuy.

“Hegh Low

2003
First Quarier

Through February 28, 2003 % 88.75 8 78.40
2002
First Quarter 8 76.80 $ 67.35
Second Quarter $ 97589 $ 7513
Third Quarter  96.30 $ 81.48
Fowth Quarter $101.00 $ 75.04
2001
First Quarter $ 6436 $ 30.50
Secund Quarter $ 67.40 3 52.50
Third Quarter § 70.00 $ 58.80
Fourth Quarter 5 72.80 $ 62,42

As of Februany 28, 2003 the comnpany had 12,811 shareholders
ol recnrd.
Account Questions
Our transfer agent, Wells Fargo, can help you with
avariety of sharcholderrelaed services, including:
Change of address
Loststock certificares
Transfer of stock to another person

Additional administrative services

You can call our transter agent at (800) 468-9716
or locally at (651) 450-4064.

You can write them at:
Wells Fargo Shareowner Services
P.O. Box 64854
Saint Paul, Minnesota 55164-0854

Or vou can e-mail our transfer agent at:
stockiransfer@wellsfargo.com

{

Investor Relations
You can contact UnitedMHealth Group Investor
Relations any tme to order, without charge,
financial documents. such as the annual reporr
and Form 10-K. You can write to us at

Investor Relatons. MN(Q0S-T930

UnitedHealth Group

P.O. Box 1459

Minneapolis, Minnesota 35440-1459

Annual Meeting

We invite UnitedHealth Group shareholders
to atend our annual meeting, which will be
held on Wednesday, May 7, 2003, at 10 a.m.. at
UnitedHealth Group Center, 9900 Bren Road East,
Minnetonka, Minnesota.

Dividend Policy

UnitedHealth Group’s board of directors estab-
lished the company’s dividend policy in August
1990. The policy requires the board to review the
company’s audited financial statemenis following
the end of each fiscal vear and decide whetber itis
advisable 10 declare a dividend on the outstanding
shares of common stock.

Sharcholders of record on April 2. 2001,
received an annual dividend for 2001 of $0.03 per
share. Sharcholders of record on April 1, 2002,
received an annual dividend for 2002 of $0.03 per
share. On February 11. 2003, the board of directors
approved an annual dividend for 2003 of $0.03 per
share. The dividend will he paid on April 17, 2003,
to shareholders of record at the close of business
on April 1, 2003. We expect to continuc paving
comparable cash dividends in the future.

Stock Listing
The company’s common stock is traded on the
New York Stock Exchange under the symbol UNH.

Information Online

You can view our annual report and obtain more

information about UniredHealth Group and its

businesses via the Interner at:
www.unitedhealthgroup.comn

66 |

UniledHealth Group



UnitedHealth Group 2003 annoal repor

Making
health care
work better







Oraanizing and

| f3cil Nng aHorgables
JULcan 10 healil an
well-heing resources,

-ahdeyEloping and
asplying techgolog

Lo SUnplity heatth p H N
oo =aapabilities
aprove e sarvice :

—Wﬂmm na . B

QW {2

a3 1h g gt
j_ntehat:on $8
12 TN IR e
— e T EXIERi;
) H LS,

faorefite e th oo 1




Linking technalogy. health care resource
arganization. and management
pragrams. Unipnse brings greater
gmphcHy and quality to benefits
admiustraton and delwery. which m
tum-Kelps mprove how the heatth care
system works for consumers, employers
and heslth plans.

. Uniprise’
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Providiny mdrwviduals with stoiple,
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professionals, hospials and health
“CATE reasolrces, -UnniedHealmcaﬂe
~combines-important health services
with flexibla, cansumer-grianted bafef
"designs. and Thé buying ‘power Gf
nearty 20 million mdwiduals,

- usi"n eSSes

The largest business in the United
States salaly dedicated to-the health
and welt-baing nedds of pedgia sge
50 and ayer, Ovations piovides a
wide range ni"immm products
and sarvices focused: onthe-needs
of nider Amencans.

Heltping to debver needqd services

10 participants in state-sponsored

Health care programs. AmeriGhoics
combiries community-based haalth
networks . with’ Lrevantiva. Bewvicas,
Otteeach, and select care oanagement

and faciliiation to-address | the complex
‘and- uniqu needs of aach recglant.
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Letter from the chairman

tUnned Tlealth Caoap, o Tomgsmodigg mterest — hons 4 bisiness, medicaland sl

L centeRl — has been o make health sxic resoncces woeh ety for eservomie, Plice efbons
T been ruu_‘._lgrtl O mand feveds — advigong sooes s e, IYIE T wr\cu:z-t'.qu]'-n\"-u'nn-. nttegnil
Lo progressive Twabth vestentosond Lacibiamy, deselopanene ul new pnoti s oyl ool for teadth
Al csent — all wrthy the mitent ol achievig hygsher qualin ourcemes e an Jll;bl'(l,lillt' ol

The a ranes sunlassacated restdic have benolned those wee serve and tisesith whom swe woik.
Our sharehodders; o nuon. Ieae readized wmeaanogiud aod commnnnge advairess i the ailne of

U ired Headth Group s an investment, Inabar regared, our 200 e resalts med long-eree

prosth incasures spedb B themsashes

W e paeisiouate alioun oo innson ety one how headth care ke thos g eofied By o uins
wee e e el thie beaelio remdive Dy thase vt sore A theesanne e, god e feneatls s
erer e e disappoitited that s an enterprse e o sooen we funge o Bdceed pote, Thie Taeali

wie utilenyes Befure us g Ligzer aed inore costh, ang thevene expundi Misds canfinnrd 1o

v evers das e we et L withh basiness Weanless, legidatoe, phvaai sans, bospitat dmpusiarors aud
peaple BF commumitios actoss e connm whio esipress ansaens oaer sl e ssies a8 alerglble e
1o sanvives: Hae impaet al sfsngambess of unmsied Americns, thegquabing effednveness amd salen

ol nreddival cares $heahillenges of prometing frealtiiec ldests b sl Prroenting ducise, and the

overill Carpdekin of the Realih cave swaem sl sebiest health Gae adminisfagion,

S o heah B e s an— mait— worksbeteey, e inore elficien, smd ik i avide barall pL'npl\v_

Erosmevur suotgaepsints v ko this cochappen. We sec frsdandan dan-toedin: basis U muo

vty thar gt gned shotld e msile 1o renlive e ok We ulsa knese find b ited13eatth € wolp

i 'i_u.‘i e — By 15 oty anl exspertne — 1ol dchieve dhat v pd ng comceng Wit ledaas
She ooty Aoplop ey plivaaeing, heaih Caje profalee ainl anogglidiieen sz i dndwicid

w8 tHemseliss,
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A conppEmmy dduanes on s oty 1o ke -beulth rare work better wi- eenniin winided In

key behels that huye only growsy stioniger overs tie past seveol veats:

- Az a nation, we can and must caver everyone. O soekely mmst prendds i eaemtial fevel of
halth care Toeall peaple. Without sachs Bisie and ipivers) coserage, both linmman snllevme and

comieanii i ticienes e mneeiabte. Focusing Mist on vssentil services, and delivering them

opiivdly to Jdl peaple, s mtesral wmodending overall health care costs. Camidiorable evddense

stgrgeats that we v provide-tinge bessential services v all St one moge <ost Huan we spend unlgy o
prandde services lor anldy proction ol anr population. Decanse omyis a frequenthe ine(fiorent sod

ofteriimes 1o disoretionary lealih sssteni,

Sciemtifically based decisions.and actions regarding health care choices are essential. Todas, 1
e grore abvious i cver i the comerstone sy improning uio lealth siaiem is e Aelaprtisan o
cvdencesbased medione s the sandard Jor care desciseons und action, Clinteal.eare based an
rrdence mus hecomer a Pereasive stiyru Ll Lo e care 't delivered aond that which i serngha,
It sheradd nnick rses e comnney deristons, [ilx}.ﬁg‘ti;tﬁ action, Festriec ngganizaliot and fealth e
Deinefit coverage. Fhe positive cHea of! Lliis-.:p]nu:n"_')‘_t.r)'llw\ fronap our biliny by cansemoe resonices
aml esprnd fewerdadbos ey imaesmsl and. a tmessensuppored Approa ey wnl intepeentions,
Fligt dn tuen will increase accessadid fesonreematabiling as well as allearelablity, For wintt mool

prose e

~ Technalogy can significantly contribute. The camplexity sl comta ussod iateed with the

adminiswation of our cun ot headibesyptenr-can. be deana icatlv improved by applyivig hasie

techimgilogs 1o sumdird processes o hestth, dire i kuhion smilar & thi-way standards hace beon

applied 01 gty s

Vi aetens, Sk an-hatking sedomunaluciving: We Baye atready seen — for
ot Laismer gt oar ewpe i rest— this innense vilsic il poigial giing (rom el of his

Types Steps such s apese-wdll wesdnigifialy gvar e beilh aal wellbeini thenagl simphificadon,
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nicased elficienes, betier tnfoanmation eschanges, ereen redue o, L il tion-of vplimain ne-digal.
imeraennons and eater ctlueation tooly, serve es and expericnces fer Al intnliel _r.iu-q"
setuaineetrients will mdivitually and cwmlaivels Lidp os o espamd acces anprose quaboy anit

Hurderane Costs,

:\pl)(n[n e sod necessany Jrealth care viade ealahle 1a .l“,lu'_(-rplv b an abordabbe cast s costsisie
with evervommes definiuore of saccesa, and canr a3 e Gewsd aUthe broagtest TeseTas ung omprnomised
bl ol ol wequine thengehtial legdendip anee up this effoc CQranges po fowgse appicaed
vitring for eseh vther within aart sacety paosg s e e o muliplic fevels ool wclngde spending deare oy

seslie eases i Jess i ot and aeall steoanionss oo atasg aptimun gquafing e whar s pooided

The inagantirde ab tie challemzes o hewlihs el enmslhened wnl i(lvniugv learl sonne o IRXHET

™ n'mplnr r oL itersad e DOWEYC R s a0 QUates wee Cari o)y senceed ﬂrlnuy‘ll COUPCExe
stlores In the pubiic and private sectars 10wl eeguee ootcd thinking. Desibalin, willingness 10 ke
Feileolls, greer wgemey and :sigmlh.mi e B nestngend o lurthe iir-\vlu],n NERY e ol
the Tealth cre babrastia mres Foscoymplishe this agovei nosent shonld won b with Bsibes, prees gt
werk with plasicens, hmpil;llh arnd other ot prewtedets: and me-lepeo i gamaliens-lasd oil

tgetfres witly fosprvifTi commyuardes Steang nariodul feficons sy Beem e Basiuor s a4 oy

JLhe prnvase secrot, wlooh fue adieade made i s comrmnng 1o make tHMense sesunents in
Aechtiolny fo sphily heahl e pocsses ooaseollieno. redin e eeorsecistribile mbooasten
siudigrganize healtiedue dilitaocansd sagapon rasaapees. shealef eagoute on these palicies. W Leliew
ihe wesplis of sirbens pproieds Can screatesulicient capacis s paivicks Fpdeignabiy adicknnae

At ot Wy Hos e this b

slfisrcdable hpeatedy caie g edoryouc, Ak Thesanie e, we

heaftly cand tha e tatowsad s he

Terelaed enterprses-are tiregely wlde Geadeliver — e aun

titireny, s wiell as for - st thie fnvilel,
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e dvnanitc thacconted be vrcated In enyagie e positive stabiljii
and breadifi ot Fespansibiling of i governorsit, congsled with e
propensii fa dime cunge and anovaton enbedibed o prvate
cinerprise.can Tegel osorcess st s i Iniv in e other erideavors
i this counu v Char tation Duas the abiliee 1o iirahes s worh, We
must move from discussion and Jebate va i 1ion, Toals tar

fmprovenent are svaitable, Revolve s ecessas, inplementation

LHSL Geenr more. argently:

Atforcuble Tundily cane for all Americins s betome 4 realing Bas fin this 1 hiprpe we st
establis a stongeer Tootbirg ol sctentfieally tased o Son-nakings. 1 roate process stmphification .
frprosewend based on mwacern rechgbogical Capabifides.nd e o tealistic st ol easest il
Bealth benetis b evertme, AS we nuwe wheid m thiy prtaunt, we ot LhnigdHleahh Cacagr ane

pleaseel 1o be sty where cur conrribuliom are wieanmglul, ous capabalibés arc growing ia
iaslnon 1ha o adhanee iu'm‘u:ui-m_ and opr resalts contimue w demonsime e ali ol ERE NECTA T

Graldiverse and lage gioup ol constmenns

Binlding rorvears of specessiul ioagions and Jate rtentions (o ieamand aceess sl nlornation g
b sctvices more wiaprlihle, Unied Liealth Group agatin vusers 2 tew visar iop very ST Pasiiis L
Ourcommurmens 1o these elliores is unwaseriog, sod sewilleontinne w Mrive o juhe hedil cne

aurkh hetter tos evervone..

Sing erel.
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Innovative leadership to make health care work better

Promoting care advacacy. Unirectealth Group itstrodured urgue Progrunys lor patient advooa in
1998 i1 responce  increased Irugipentaton.is s are defiven, prearer omplexing indisease reanmen
el human cexcau e vonsraints surronnding care. Now widels ree ugnized Jor their vidie o inproviag
Licalth cave, the initil ¢fTores ave evolved inm soplusticated services that apphs teclinology aned database
analvtic tols to help dennb and ehiminare the gaps in care Rt can tead inappropnate, wimale

anel imuctequuate. ase uf precious healih care resintices. Sueeesin i reudizing these goals, such care
caardinition anel Lieilitaueon servces help phasiciars and PAIEUIs ouranize aceess o needed senvices
improve gualine i iwveiel costh um)[.)lic‘ariu'ns atied haves been inteprided Mo Dany care svsiems s ross
America, As prople grow older snd live with mere ehivonic disvease, and new maedieal teehnology and
e nty profifenate. the siliee ol these patient and care atdvocasy progrmis will donhnue 1o fas rease,

Enhancing access to the best quality health carethrough Centers of Excellence. Recagniziag the
migue expertive ol seleered beath cae Iacdies and physicians (o reas hghlv complex and rare
diseises, Uniradtlealth Growp has o unire i 13 yeas elegnpioned Centers of Excellencs progmums
The it eflort iocosed un organ trarsplioreation we has grown W o preeminent semice carrenth
aailabile (0 more than A2 millioh Anericans. Thatexperience. ahas praehiced wingue methiodglogical
“design uned dat assessinent experose that is now heing applicd to vrher specsilized neworks of hospitls
sd phivsicians. The eesuliing dosigiuaion of aned aoress @ igh-prerforinitg hospitily and physic s

for challenging clinieal conditions — such o8 cardiae und.congenitl hean disease, Gueer el
musenloskedetal disorders — s wmiodet for Taciliniing costellecnve atees o (e best Ueirtment
indnddentized atomdd e seeds of the speeifie putient, The Cenien ol b ellénee CLNCE P s ey e ing
16 more regionl doed ol cenwers that apase chindeal owteonses amd enaore Approprieeosty bor more
couimon bov sall significant medical comditians.

Addressing the needs of olifer Americans. As a Lesling advociie (o the health and wellheingr ol olde
heople, UhtetlHealth Group aeited sedeedieatied Tuminess wsanee the hesstth=relared weeds of people
age shand ofijer. Fortsee an the < huging heahth issiaes and ineeds of thu dy namic pupdation:instead
olasiingle pradacy, (his wpprogch has ln'lpwl’tm]mnil bealtherare Conersue through the vse ul needie il
~applement plans, provisde more afindable prescription dings. Applv coe sdvocu v approscdies

helps care tor brat, elderl s oheonaliv il maiviciials, e begn 1o addeess the chatlenses G Iy
jre=Mexlicare 1etirees.

Parsonalizing services for medically underserved individuals. 1 nered] lealth Caompr has exteadind s
experting 19 Gae advoraey to more-than | mrillion andividusts who prtiicipate i atatesponsvredd health
e programs — those whio ove olten Eicked acoess 1o Teadth cate semviees, Thase effis o mrbing
connmunity-hiner care networks with prevenine services a wd rensise ©ise tantigement, includig
persanatized social emireach and ceivuson progiains. w sene flne o uiphes aud unigue necds of
andivielwls m o hese setings. Spedadized personal health <eevice coanlinaor gre nséite el the ot
frequent cutises ol severe healtde condiionsin medicdle untemseed ¢ oL ity wpeleding asthona,
dibietes, sichde ced) disease aul ghonsk preghancie, to Bélp prople s liege ok suistitt et overdi
Tiealtts while nsinghcabily pesuntees e apgnipridely. ’

impraving ‘practice. quality through Physician.data-sharing. Aw exiemtind compionsuy of gqualin heatils.
care delivery & fthesesiminnoiy Felinemem of e priictice aseid on < Flical i, of pei s c
and eutcanes for individual plivsicis and medied pracooes. Unitedd fealib Cirergepr brus rcured, datahiow
afiabyfic tooly tha allow For' the refpilar aluating i Riieal pﬂ,{iu'lnmfg.i- a;';;iimyvijdh sl
standards snd expert phasiciin guidinee; and sbsegnent fevdback ol te el windividual pheicians
foor their canunned pml\tr\'\imml'df‘\'vli‘rprn_u"!ﬂ..T"'.l\_’irig'chal'n_ph'mwl this avpe of Jahysc i thetaliariingy
und positive leedback fur mare thane decude, thecomprany s et sgniticantdy maproved plicsician
caaplinge with beat stanttan]s, ledchog to-costefeifives quabin linical aut dnies.

Prorioting atfordable and appropriate Use of pharmaceuticals. Sinte creming tw Brstimfe integrated
pharniccutical mamugement ehteiprise in e B80s, © e ELeslUy G hit Beera pltioeceranul
Jegedey dix the inhovation, desigy anl procaretsukad phannaceaneat p‘nldlu:-t.ﬁ_-;tmbsﬂr\'icwt,»nmkiug thaor
mured accessibile and aflordable, in additon fo.helping ensare hey are wed-fafelpand o numnér i
will aeltieve optitnal healtl-puteanses. Tedoy, Uniteib Plamsaccutical SaluGow more-than

[0 miilliaii individuals thrigfi creation of ypalient phasnacesdtica onefit progriis. diseaoin
praee hasiog. of niedicines, cinical imerasction withsphysicians.and other disease munagemenrinsinies,
pragiritiis Lucysed on Injectalile drugk. go dsistanee in anaging the vativin's fedding g Bendi
it that serves neardy 2 aalboo senioos.
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Engaging consumers in health care decisions. HFeulth savings wecannts and fexible spending accounis mve
conszners drealer contiol us well as greser [inaneud aceountabiliey 1or headth care decisions. Unieed Tealth
Caraup. thraugh i dedicated Consuner aned Finandial Servic es business unit, is at the toretront in oulividsl
constmerlrives products and cupslilinies wstigg cotsaneer cuds. Thiough these programs. emplosers can
lexerigge the buningg power of more than 50 million people from UnitedElealth Group compunics and affiliates
10 make théiv consuer dollar go further and deliver more valoe, This helps achieve broad. atfordable access
10 quatlity care and resourtes across the widest spectum of care services, inclmimg'n‘n’-di(::ul_, denal, vistan,
etieroral, chiropractic and nther ancillary and complementary sevvices. To sppart-beter personak health
aare deasions. new and enlunced Internet information rook on mvihe.com® enable consmneis o rescarrh
thie best treatment options, phvsicians s Lacilities for cre, s well us find estimates of Lreatment conts for
spedlic healih care services in their immediare geographic areas.

Sitplifying health care. processes. Innuvative new medicxl 1D cards use the Liest maghetic stipe tedhinolog
conhaned with the convenienee of the MasterCird” network 1o provide easy, on-bespet verificaton of

patisut eligglility for medical services as well as he pefit inforrarion. In addition, constuner account stored-
valoe cards enable Consumers 1 pay health-rekaged exprorses ditectly from their fealth sasvings accounts.
Hexible spending accounts and personal henefit accoums. Open archilecture Imernet portals Ing myehividuls,
unployers, physicians and brokeny offer resl-time access o selfservice capabilies, such 2s enline-carollment,
hillmg, claim inquiry, clait submission, caim paunent, benetn ingpuiry and. physician selection, These
laterriet parials are now widely availuble through U nuedllealth Lroup and are e reguboly by moce than
Fmullion howeholds representing more than 6 million peopls; AA000 acive registered physicin and exe
provider wsersites, L0000.caployers and 13,000 brokers. b 2004 nore than 50 different PO OPTons
will he dvailable arel mare than 160 mitlivn teasacdons will be cunducted adagour liernet service portads
— finpraning service Aqualiy, elficiency and aceuracs, while o towering costs.

Addressing disparities inhealth care. Against thre bickdrop af the tecent Tnstitine of Medidne repon
"Uiesual Tresment™ ihat docourents the unaceeprable vasiations in the quality.of health eare and heuhh
status expericnred hy minarity ane other populicions of Americans, UnnedHealth Group hus entered hiyto
pratnershdps with the federsd Ageney for Healtheare Researcly and Quadits and thie Foundation T
Actommiabiloy to destrneand condue, analvses of varunces in' care delivery frvm natonal standards, and (o
pronide inpovative dedsionsupport wels that apply o IHIGHL COMMANILES on the consaner hiternet porial,

United Health Foundation — Making o difference in health care

Advanting evidence-based medicine. 1 i ereasingly apparent that fre basis lorquadit bealth care
delivery wid oprimal ontcomes is gronnded n the sueccssiul ranslation of i best seicwific evidene e inlo
“inieal practice. o response o this yeed, tre United Heatth Fonndatinm, a prvate. norfprofi foundation
fncted solely by UnitedBealth CGroup, twice 3 yeur distributes Clindcal Evidener free of charge (0 more thiu
BULTEN-0) our watiu's physichass, physi aneindraisting aned nurses. Cliiient Evidence w2 comprehensive.
ttermatiogul suce fer the best itvailable iufermation om the éffective cure-pruaen s far more U 1.000
melieal conditions, campiledd by ooc of the most respected arganizations. in médicine, the EBM][ Pubkishing
Group (lomperly the Biitish, Medical fousal) . ’

Advanging community-based clinics. The Urlitedd Hewlth Touhdution bas providifl grinis w Unity Healdh
Care,, buc: s Washingon, B.C.. and New York Ghy-hased Childnen's Phealth Fund w introduce new Centers uf
Exicellence-mailels desigticd 10 huprove aceess aquility hendth-care in medically Gidemse ived commmumities,
Muliisear support from the United Uealth Foundagon funds health- sare teams that deliver integraced. aul
sobrdifinted preventive, dinical and ronmuiify-based qire seevices.and tagel impoan medical challenges
surh o8 nfuntnoralite. cardiovusculay disease, diabetss.and asthynn, Tiruugh this initarive, thousands of
ehiteleen wnd adils will recvivie qunlity, vomprehensive Health care that-would -othigridse Tor be avaitable.
The praject will also- help the developmenc ol new models for costrffeative carethar canbe replicaned
thronghous the nation:

Improvirig the health of America’s communities. Th r_mlg}ta parinenship with the' American Public Healily
Assordon and the Faanership for Prevenition, the United Health Fousctistiny publishios. A meriexs Health:
Stati- Flsalth Hankimg, s annital comprehensive state-Iyatare :malysis.of health stats throughout the nation.
Thisrepon. which-is based.on data from-the U.S. Departments of Health, Conimerce, Eiucation aued Labor,
ighlights positive trends i public healih as well as sigrificant éhatlenges that require ateniion, therehy
wegering. thic efforts of individuals, fumilics; cogamnity Ieades, ecinplyeisand ji,hMin‘ oificials (o Tmprone

‘theie own heatth and the ovemll lealtt of their commundties:
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VO Wha we are
) L UnitedHealth Group is a diversified heaith and well-being company,
serving approximately 52 miffian individual Americans.

How we've positioned ourselves for near-term and long-term success

> Weare bultaround three cure competeneies esseitial o onr focus pn
muking the health care setem work better: advinced 1edmology-based
transwnomd capabilities: health care duta, kaowledye amd slormaties: wul
health core sevnser orgauniztion anid care facilitaion.

> We nperate thigugh diserete. diversified businesses that (ocus on (e needs
OF specific marken segments.

= We enntinnislls vest in the fusure, sperdimg wime than 522 billon on research, development and capual
expenditres, largely tor 1echnology und «line ol perfonpunce sdvancenieny sepvices, over te Past 8IN veurs,

Mow we're making bealth care work better

‘We enhance access 10 health and weill-being services.

> We leverage the aggregate baving power vf millions o Asericans t achioa greater altordabilin,
» o e inereasingly.complex health care envigomnpent, oar plusiciun and consvmer enureach serdces
help individuals acoess, coordinaue and mmitnage the services they need.

> Thowgh our family of usinesses, we provide 2 comprehensive atra of comsumreruriented sepvics 1o
mert the Wl specinum of health and well-being needs,

We apply technoelogy to simplify health care administration.

> Lommon operating systems and service platforms enable seamless integriation ol serviees, steeatnlinving
henetits administation.

> Technology improvements drive progressivels bigher Ievels of quality and service Consivency.

» Bor employers, consumers and physicizny alife, practicat rechnuliogy solutiens speed heabth care
interctions. educe papersworh aond lower Costy

We gather and share information to achieve improved healih autcomes,

> '“i'~;qggl‘t’ﬁi(§' apvel inegraté dabsr from cumpluyers. insurance compuvies and siher payers. phannaceirical
anel faboratoey services providers, hospitals and other participans acress tie health spstem 1o enahle
minmiraglul el and ecenonic amilyses.

> We proside dava services ard baols thiat Tielp cmploves and othie pitvery anontiter nilization paterns
aned cantensd rising costa,

> We pramuore evidence-based 4}1nii«:.\l care by providing consumess, physiciansangd. other lieatth care
providers with releéin, sedonable inforimation ahow clinical quulity and decision proceses,

> Oirr dlinical research caphilities and related mnic‘cs'suplmgt the-deyclupment of new therpeatic
compounds and desvices.

How we've performed

> The componnd agned giowth nite for revonties wih-32 percient over, the: pestCbh years and stock.
uppreviation ias avwoaged 43 pereon porvear over the saime tine fame:

> amiugs per share growth-has-averaged 56 percene peryeidr since 1940,

Financial performance

rivillomn) ; - - 2003 2002 - e
Revenues B § 2888 $ -25.020 § 23454
Kamings From Opendions §  SesE $ 6 8 1566
Operting Margin ] 102% 8% &%
Caslt Flows From Operating Activities $ 3008 & v $ 1844
Retuen ob Net Asars L . _8T%  315% 307%
Returst on Sharcholders’ Equity .. 350% _ BOE L 245%
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Who we are

Specialized Care Services is'the nation's most comprehensive platform for
specialty health and wellness benefits, services and resources.

Sﬂ&l}lﬂﬁlﬂd &IE S&W": ACN Group* National Benefit Umimerica

A oot Sy Caway chioptacte care, Resources actden s shon-ter e
phwsical therups ad el ppstaghcien? disalsihty wand lfe
ahterianve ad services aitd «ogsudiing MmN (peedngs
cpplermentan far nrens, thivilgun

United- Bahavioral Health
bediavesrud healih and
‘ll] "_‘ﬂ”{ - .I' E1D AV SR Vs ' TRUERN

et ine serve es admusstiataes and

Dental Benefit Proyiders chiplovens

dentat ne mworks ek Opturs®

RIS aCTECN e ellucao, +lsenis
— amst conedittun

ﬂealth?lheis _ ntagreiient, and healih

CORSURCT S nven inlomttion wTvices
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How we're making health care work better

We improve access to specialty health and well-being services,

> We aller seniees tirough asanew od chsmmebs lisinessesand user a3 e, N EOIding access to
POTEA specsdiy prrogrinm As el we ditecilt serve e than 44 alhgn-andividual who have v o
g of the prordue tsoand serviees we alfer lhrm_;_g;[i tur L husiness units. llru'\-[_wn.xln nieeworks acedress o
growtng-vange ol speoal conduandiibme ecds:

> Stntple, modular prsduo and senvice desprns with il wile range of price potts enabile wsurers, eniplovers
anchmnebividhnals o seient speeialtv henelis that maaeh their unrque needs, Inegried aperiudiigg plavor.
supported v Sis Signuavle quahne covirimmer, disenahle customers w coinlame specialiy seruces
svartiesaly as i hasae medicsl henetiis,

> Mocus an'operanng cilioeaes couplalwil geeisp puancbgsing poses helps moderte cosCand
inprove allocdabilin.

We help individuals use health care services more-effectively.

> e e THOIr sevis es help improne the gtleciineness, witrl quidlite o e Ly people with -ilnuuil‘
unehions by faolituitg wocess to eare sertices, delivering paient edncaion aod stppoie, and providg
Ot Cive IanageInenit services, ’

> Throagh cuiom Oprunt Unired Bihavionil Health anet Working Solutines serviees, consumersdvase casy
saccess o rredible intormation ahoar health qeodittens, (eslient oplaw md olliéy Jocised sapport, ssch as
emplover asistani e programs that ik wdiiduls e piasteristod Cotnsit b, finaitdal and lvg“;d ewMIICes,
amdd care eeperts;

Warhelp peopte with crifical illnesses achieve quality-cutcemes, white lowéing costs;

¥ cedssin highhe disinguished Centers of Excelidice Inetic-dresitmedn oF camples wod critical wedweal
covditions, tocluding insplimtaton. cancerand Bt diseasi: can marked v impse oucome and lowe
cnsts. Expansiun ol these conen, gnidtnied groning spERTIE dat bt déniinstiaies Supeam resils, is
sddresking the novils surmunding otherimpormnn nredical zonditions such as inferiili.
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Who we are

Uniprise is the nation’s leading provider of health benefits services
for large organizations.

How we're making health care work better

‘We make it-easier and more effordable for large organizations to
deliver comprehensive health benefits and services.

: > We provide cnstomized. inregrated henelit plims and. operational
Support.servicos {or WA miilion indivicdualy sind 345 Large:. muhi-location
i tlovers, neily 200 of which are i the Fartans YL

We simplify, innovate and make the administration of health-care more affoerdable.

> Throwgh a broad moge of swervioes, technologios samd process manotinong, U niprise is advancing and
moderizing the healih care experience. Our initiatives ke bealth eare ineractians simpler and easier
durd sk 16 iahe the experience of accessing and usiog heahlh care sesviees more like a4 consumer weiail
buvinng experience. thereby nasving the conamer divecily gl respasibly. Building wn each other these
efturts siniphits and steatmling the health cane expenence, lower basic costs and increase the spuedd of health
care miracuons. The udtimate goal is simiky w what has been achieved in wany nonshealih care industries:
o deliver sexvices bertes, kwter and rhcaper.

> Nix Sigrva-atyle quliny disciplines ane-applied 0 continuondy impreve service guality, while advanciog
gremer prostuciviee and affaredability,

» Intemet senvice portals provide canvenient, low-cost informanion and seevice chianmels for CONSUINEIY,
viplosens, brokers, sund pleysicinos and health cue providers. Thiongh myohe.com? individuals order T
cartds, check claim sy, tesearch health g wellbeing wpics, finet a phvsicion and Jenm sbour treavnent
aptions and costs. Plasiciaus and oriier heateh care providers me Unitedifealiheane Online® o sobwi

and rack ol pavinents and Jook up patient benefit eligililits. FEmplener eServiced™ enablesemployvers s
manage sl tmek health Deneliss sueeal Gme.

= Newly airoduced clectronic medicat 1) cieds use magnetic stripe technology wod the MisterCard*
svstem and neiwork 1o make 1t easy 1 serify padént cligbitity and henelits it minutes — anywhere, anytime.
> New consumer aceodnt-stoted-valig cards enable ransumers to pay healtreled expivises.

diveetlv frun their fluxible spending dccaunits and personal hondit aceoun;

We engage consumerns in.health care degisions,

> Lniprise provides conmamerdireried benefit plans that promote tosteharing with einplovees wd offer
vaning levels of conmimer engagenient in health caee decisivn-niaking

> Wt an exatapde of the must compleie consumerdirscied heaith plin uption. combines highwdeductible
nreddical voverage linked. to.an cmpleyerdiunded Peosondl Benielit Acesunt and includés jiformalion wols.
personnl care assisgnce senices, proventive tealth beneti and § nagril ingentives that help individuals usc
‘henlibucare resoutces wisels,

Financial performance

{imtllons) . . 003 2002 2001

Revenues e $ M7 § 7 $ 2414
Fremngs From Operations $ 610 5 sy § 382
Operating Margin _ 195% .__ Iﬂﬁh___ 15.4%.
Retarn on NetAsers e 552% aB5.7% 380%

Ve lealih Groenp ‘_5




Health Care Services oncludes 1he businesses of Unrted Healtho e, Ovatians aand Ameol e

Who we are

UnitedHealthcare provides the most innovative and compreheansive,
consumer-ofiented health benefit plans and servicas to small and
mid-sized erployers-and . individuals nationwide.

' A Sy o How we're making health care work better

We make access to services broader.

~ UnitedHeallicare comnaéts with mere i 100,00y phvsrcians and
£300 hospitals nitiomeicdi. T addition, we prewide aceess s bull ane
of spucialiv servn ey aind resenwees that angment basic inedical cane,

> We provide the most conipielic nstye array of sswrunce and headih benefit products sod semices: liom
simple individual hiealth covermge 1o services Torthe Bargest, mest ¢ omplex gratips, Personadl beneliv accounts
and health Savings accounts are svwlabléawithin all il o benvfi uflerigs.

> lamevative pharmaceationl management progranis prendcde aceess 10 Lage oo ko of pharmeies,
a vemplew sefection of geweris oub band-owne deags, and o convenient home delivery Prograne A
fenitile: benulit wadel provedes consuoiers with o wide ruge of diag Cices aned © s metth feveds,

‘We hélp make health care better.
> loanovative chinical oulieach programs-help idemity and 15l sips ey Disease wnd condition

wanagement progeams support chiromeally #patents vl comples dlgeses,

» Dur consiner infotnaiion and SUEPAEL services cucoutags prophe 1o follow presendye guidelines and
offer areess o vredible health dnldrmation va 1the hiermet, audin messages v Iy speahing with repstered
ntigses anel maniers-level counselons.

¥ Centers ol Exeelicnos progams, focused an bosh ihe hospitals aned plisicans proniding cie. imprene
pesidts o Ieonwer costs o vomiples condigons, sud s oagan isnephovanon, cueer and codiane disedse.

> A pant of vur pligiocy muanagenen progrm, we use sophisticated daiapplicasons dataudsse drag
wrihizsuinn patterns aned soreen lor safe wsesol ‘medichtions pnm 10 limg P

We make it all more affordable.-

> Ve aggregate the buving power of milliows wracbicvethe trroaiist aecess lor the Jowest price, siehdiiss
RURR SN (] phm’k‘lhut titicals, ipedical doevices. -angd digeoste testing e Jowest price.

+ Through cure Bcihmbon nitiatives and echnologn, we Preie tively idenudy dw peaple most in ueer!
cof cane-and cosare they have aciess wo the idss APPEPETRRe Serviees o mpten & adielimsonuin then health
snd wllbrmy, bielping te prevent the excessive et ol complications that s our from lack ol cae,

> Qi féirmation serices el plidicios s othirgind protiders, ay- m-]] Whthere who newtl v,
nuske Uhe b docisxions 1u achiove the best sutcames.

> O leading Lmbuulng'c am\phf‘n-w uml automatesuamples, fragmeated health core mmsactions —
pr m1dmg aecurate service the, hm time foi Jow cog,

> We empuiver donshiniers, p[n .u.n.md wtherhedth, care providerswinh Free secess w selbaen foe
capabilities that ave awilable 2 bt vas din, severr ‘eafvs weeh

> Weuse Six .Slgm’.l;ﬁl_\«'lc yjualite disciplioes 10 1ind inil remene inetficeney und saste B theTeatth cire setem.
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Who we are

Ovations is the largest U.S. business dedicated to serving the heaith
and well-being needs of people age 50 and older.

. OVATIONS :
’“‘. blspntn S How we'rea making heaith care work befter
o We enhance the quality, alfordability and security of health care for
people over age 50.

> W represent the nation™s lergest Medicare supplement basiness, serving
netly Punllion senions ciivolled in AARE Health Care Oprions.

> We provide netwark-based boalth benefit products 1o 230,000 peaple
eligible-tor Medicare, inclading Medicare«Chnive producis and new Medicure preferred provider plans

s priet of @ piloe miriiene with the ferdenyd government \hreugh the Fenters tor Medicre and Medicad
Services 1CMN),

= For employers Ioawchiewe the best health covernzgis arailable 10 retirees, we ulffes ZENUD COVERAE aptioh
its al] Bldatares,

We make prescription drugs more atfordable for older Americans,

> W aller the nation's Larfest and mest popular phammaey discotmt eagd program. along with-pharmy
i} aervice and merehandise offedings of healthy living products. serving neatly 2 million prople.

We improve the quality of lite-for elderly individuals and people with chronic illnesses.

Through Eveecare! we pronirde indivdadized eare services for more than 65000 fradl ur chronically il
sdividuals aerens the (ol continum of care setirigs, fuchuding i home.

We opitate nme ul Americ s Lagest setworks of specirlized gesitric cor (ans, including phusi tana,
I practitioners aml sapport stall, We serve the British National Health Service, helping 1 develop mul
provide care services Tor older indwidoals in oréder nptimize health resgurces.,

We aifey Fyercare Ghamestums, i new senvee lor adull cilibea to help provide cace advicaa and
SHHAHT HOT Eing pardiks.

Who we are

AmeriChoice delivers network-based health care and personal
care management services 1o more than 1 millon individuals who
participate in state-sponscred health care programs.

How we're making heaith care work better

We heipy states make high Quality hisalth. care services avafiable to pedple
whao would otherwise tack covermpe because.of socel aid economic factors:
> W work with more thun a doren sestés to deliverMedicdd.and other
health careserdites,

¥ Wealler ('mxfpréhrruzi\c presentive care services «nd a materiral and obsteicd program, which

work pruactively (o help individuals mainiis.good health seat us. Thraugh our Perswonal Care Mudel,

we {oens an helping individus with sevious and chironichesith vonditions preserve aptimal health by
convdinatinng accesy 1 care servives froms physicians: other bealth Cate providers, and government

and cominuire-hased resoutor,,

» W daclop edocation mgl owreach programs with Ieading rescarchiers and clinicians 1o wrget.and

inerenein severe dineses. common among AmeriChoice consumirs, sich-as ssthaa, diabowes. sickie eelt
discase-and complicated pregnane.

> We ploneered the use of telenediciiie W emahle oir aire mnaniement nuises.and cdinicans 1o monitor
vital signs. rhevk wiedication use and fuiline care,

LouredFlmtth Geagpee 17




Wha we are

Ingenix provides health care data, technology and analytics services
1o more-than-250,000 physicians, 3,600 hospitals, 2,000 payers,

e ___° 100 Fortune 500 companies and 140 pharmaceéutical and biolechnology
) m companies.

How we're making health care work better

We use data and information 1o solve key health care issues.

= Thi hgenix Cadany diealmse isthe Targest infegnated datiinase uy the

ket with 1 teraln tes ol informatio. It combiney medical, Labossseon
and pharmaey diuta clements 10 cnable comprebensive wsessment aods evitbuistion of ssues 1elated (o
chiieal quality and.cosis: including prospective views on illness and nevded intersemtions, i s ased by
an ever-growing number of emplovers, heald phas: iosurees, mermediones and cane profviders,

Ingenix -provides. analytics.applications and consulting services to strengtiieh hieglth' care administration

and advance health outcemes.

> Ingenmx decisin management seaees. acnnasd serees. ¢ linical cost- trend reporting and forecasting

services, and pudun\c modeling wols helprustomers beer nmderstiied medheal cost ireds, gualit of
cure mensares, otifizanom raes and the effica of iy (e vdgiies el vompetnils. Benchimarking das

helps cliens compare and sontus costs, deive performaig ifipriviment, deselop risk-booed disense

inten entiva stndegics, anid imywrove consumet hoiee and a conmehilin,

> Physicrns el payers dse Toigenis billing e ¢ umpll.mu e soluions o saeumtbioe billing poa tees
mysimize reimbirsements and deteet laint errens: Inaddinan. aselecrone connectivite sithi the bedih
aaee mdustrs advances, Ingenix is potsed t delver duteapplicetions wrd analytics divecely o plivsicnn
deskiopyand ather poinins of Giee, where the information can be best tserd 1o ingprose bt care sleliven
anil reduee costs,

> Fraud and abuse desertion and prevention senviciss, benchmacking Hatishases miul cotsplione e senvees
provide walsthat elp health caee PRYEr IO ot e Busiliess processes.

We help blomedical and pharmaceutical firms bring prodpcts’tq matket safaly.

> 13 Reseacch i our (llsenvice. global climal reaearch orgmmation (GROY spectalisimg in oucolog,
ceutral nervous ssteny, and rq.upir.uuh wid D sinng diséase. With adtices, ssorldwide aned e inibyilities
more than 5 counitnes, i3 has e sesonrres (o Ll elindcal temls it over the nurid— fromiy complex
mudsinational wials (o smaller studies i spécialiiged paticns, popalitions,

> Brsenices indude traditionat Baica rial RTAgTIent capabllities, ﬂ)mp[um'mrd by adeiniensad serviven
suteh s feasibiloy asseswnentsand protocol reviews docwmyent submission, iinl t.nmpl chensive dati.nd
bivstatistics services. We drnw an fhe ressirées of ore than 24 M inw-strkaum.u St acoanethe dorld,

3 Iigenix is aleaderin medicsl ediiition aned' omtaunications, rlvlu.vnng edtition prograns, uieractive
wmnumu"lmnw tiols-und puhlnnuum s.e-nu{-«. Joffon; anl educate she melical Lammuinity abont new,
(ll'll(_'.l] IT(A!"I'!!‘I“’\. lh(‘l A]')l("i ﬂlltl l"‘a(_ll('(.“
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Financial Highlights

Fur the Year Ended December 31,
(i millions, except per share data) 2003

COHSOLIDATED OPERATING RESULTS

Revenues $ 28,823
Earnings From Operations $ 2,935
Net Earnings $ 1,825
Return on Sharehalders' Equity 39.0%
Basic Net Earnings

per Common- Share $ 310
Diluted Net Earnings
 per Common Share 5 29

Common Stock Dividends per Share $ 0015

CONSOLIDATED CASH FLOWS FROM (USED FOR)

Operating Activities § 3,00
Investing Activities $ (745)
Financing Activities $ (1,126)
CONSOLIDATED FINANCIAL CONDITION

{As of Drcember. 1)

Cash and Investments § 9477
Total Assets $17,634
Debt $ 1,979
Shareholders' Equity $ 5,128
Debt-to-Total-Capital Ratio 27.8%

Fintandial Highlights and Resules of Operations should be rrud wogether witl the ser

2602

$ 25,020

§ 2186

$ 1352
33.0%

$ 223
§ 213
$ 0015

$ 2493
$ (1,391
$ (1,442)

$:14;164

§ 1,761

$ 1498
285%

2001

§ 23,454

$ 1,566

$ 913
235%

$ 146

§ 140
$ 0,015

$ L84
$ (1.138)
$ (585)

$ 569

$ 1584

$§ 8891
289%

ing O et

2000

$21.122

§ 1200

$ 736
19.8 %'

$ 114

$ 109
$ 0.008

$ 132
$ (968)
$ (M

$ 5058
$13.053
$ 1209
$ 3.688
247 %

1539
$ 19,562
$ 943
$ r68°

141%
$ 082
$ 080*
$ 0.008
$ 189
3 (62%)
$ (605)
$ 4719
$10.273
$ 991
% 3,863

204 %

d Financial Statements and Notes,

3000 reaults include a $14 million nev permanient wx benefii refuted go the contribuiian of UnjredHcalth €ipitl investmenis 1o

the United Heglth Foundition and a $37 muBhea gain t$17 million aftes 1ax)
Cipitil-inveitmenia. Excluding these items for eomparability purposes, 2000 ne
were §703.million-and $1.05 per share, and return an starcholders’ CQUITY wis

the tUnited Hesdth Foundation. Exchiding this ‘benetit fior comparahility putposes,

romman-share-were 3363 million 1nd $0.79 per share.

20 CaitedHoulih-Group

related (o a seginrate disposition of UnicdHealth
¢ rarnrnges end dilued carnings per comman share

19.0%,
21999 requlu Include arés permaneny eax bamefit prininly relaed w the rontribution of UnitcdHexhh Capital mvestments o
nel’ earrtings and dilied nes carnings per




Results of Operations

BUSINESS OVERVIEW

UnitedHealth Group is a leader in the health and well-being industry, serving approximatcly 52 million
Americans. Our primary focus is on improving the American health care system by simplifying the
‘administrative components of health care delivery, promoting evidence-based medicine as the standard
for care and previding relevany, actionable data that sz&cians, health care:providers, consumers.
employers and gther participanu in health care can use to make beuter, more informed decisions:

Through our diversified family of busincsses, we leversge core competencies in advanced
technology-based transactional capabilities; health care data, knowledge und informatics; and health
care resource orgadization and care facilitation to make health care work beter. We provide individuals
with access w quality, cost-effective health care services and resources, We promote the delivery of care,
consistent with _i)_:u-best avallable evidence for effective health care. We provide: employess with superb
value, service and support, and we deliver value to ourghareholders by executing'abusiness strategy
founded upon.a commitment to balasced growth, profitability and capital disciphine:

2003. FINANCIAL PERFORMANGE HIGHLIGHTS.

UnitedHealth Group had a very strong year in 2003; The ~ompany continued to achicve diversified

growth across its business segments angi:gencrgmi_ net earnings of $1.8 billion and opérating cash flows

of $3.0 billion, representing Increases of $5% and 24%, respectively, oyer 2002, Other Bnancial

performance highlights include:

3 Diluted net capnings per common shase of $2.96, represcnting an increase of 59% over 2002,

> Reventics of §28.8 billion,  15% increase over 2002.

> Operating earnings of inare than $2.9 billion, up 34% over 2002.

> Consolidaied gperating margin of 10:2/%., up from 8.7% in 2002 driven primazily by improved margins on
-risk-bused products; 2 produtt mix shift from risk-based products td higher.mangin. fee-based products, and
operationa) and predutivity Improvetients,

> Rewrnon shazetiolders’ equity 0f 39.0%. up fram 33,09 in 2002,

2003 RESULTS SOMPARED TO 2002 RESULTS

Consoiidated Financial Resuits
Revenues. . )
Revenues sire comprised of premium reveaues from visk-based products; service:revenues, which
prinvarily inctude féesfor management, sdministrative and-donseiliing services; 204 nvestméntand
dther.income. - o _
~ Premitum cevenues are primarily deﬂwd&emrﬁmedbmmtaucewmgemts inwhich
the premitim is fixed, gpically fora ang-year period, and we assume the scandmic fisk of funding our
customers’ health care servieesand related administearive coats, Service revenyes oonsist primarily of -
{ees devived from services performied for casfomers thit selfingtre the midicl bosts of thieit employees
- and their dependents, For hoth premiur. riskttascd ad e based cidioier arssngémbity; we pravidé.
. eoqrrination aud ficilitition of medical sctvices, 1ranstction procelsing: Sistbimcr, consuner and care
. pobvidersesices, andaccessto contracied hietworks bpHysicans, hoapitdsandiotier healdh care - -
SR »‘e@asaﬁw@mw@mwmsan:mmsx,,m-mmmﬁm.hma@
U reeemes ix‘il;'i‘eﬁm'hyap,pmsﬁmamy'u%mhfrem!mtmhémy@@gmsgnd foeshased
" . 4¥ios andl ghowth across biitiness segmenits, and:4% wsaresuliof revenues fom businesses acquired
. inte the eginnting of 002, Following s discusion o€ 2008 conpolidated sevenue tends or uch of
- ourdbree yevenue tommponents. ; -
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Premium Revenues Consolidated premium revenues in 2003 1otaied $25.4 billion, an increase of
$3.5 billien, or 16%, over 2002, UniitedHealtheare premium revenues increased by $1.8 billion,

driven primarily by average premium rate increases of 12% to 13% on renewing commercial risk-based
business. Premium revenues from Medicaid programs also increased by approximately $1.0 billion
over 2002, Approximately 70% of this increase resulted from the acquisition of AmeriChaice on
September 30, 2002, with the remaining 30% driven by growth in the number of individuals served
by our AmeriChoice Medicaid programs since the scquisition date. The remaining premium revenuc
growth in 2003 was primarily driven by growth in the number of individuals served by Ovations’
Medicare supplement products provided to AARP members and its Evercare business, along with
growth in several of Specialized Care Services’ businesses.

Service Revenues Service revenues i 2003 otaled $3.1 billion, an increase of $224'million, or8%, aver
2002. The increase in service revenies was driven primarily by aggregate growth of 7% in the number
of individhuals served by Uniprise and.UniredHealthcare under fee-based acrapgements during 2008.

Investment and Other Income Investment and other income totaled $257 million, representing au
increase of $37 milllon over 2002, dur primarily 10 increased capital gains on sales ofinvestments,
Net capital gains on sales of invessments were $22 million in 2003, compared with net capital losses
of $18 million in 2002, Interest income decreased by $3 million in 2003, driven by loweryiclds on
mvéstments, partially oifset by thie impact of increased levels of cash and ﬁxcd-mcomcmvcsunenu

Madical Costs

The combination of pncmg. benefit designs, consumer héilth:care utilization asd comprehensive
care facifitation efforis i is reflected in the medical care ratio (medical costsas s perceniage of
premivm revenues).

The consolidated medical care ratio decreased from 83.0% in 2002 10 81.4% in 2008. Excluding the
AARP business,' the medical care ratio decreased 140 basis points from 81.4% in 2002 (0 80.0% in 2003.
‘Approximutely 30 basis painis of the decreuse in the medical care ratip was driven by favorable
development of prior. period medical cost estinvates as further discussed below, The balance of the
‘medical care ratiodecrease resuited pnmanly from net premiuim rate-incréases that ciceeded averall
medical benef it cost increasesand changes in product, business. and customer mix.

Each pericd, dur operating results include the effects of revisions in medical cost estimares related

“to all'prior periods. Changes in medical cost estimares related to prior fiscal yeary that are identified in
the curréng year are included in total medical costs réparted for the current fiscal year, Medical costs for

'2003 include- -approximately $150 million of favarakile médical cisy developmentrelated to prior fiscal
years.-Medical coata for 2002 inciude approxiirately $70 million of favorable medical vost development
refated 10 prior fiscal years.

©n an absolute dollar basis; 2003 -medical costs. increased §2.5 Killion, o 14%, 6ver 2002. The
increase wasdriven: pnmmly bya rise’in medical casts ufappmunaldy 10%-10 11% due (o medical cost
inflation atda. moderme increase in health gare consumption, and incremental medical costs related 1o
buamesus acquired since the bzgmnmgof 2002

legmenrhdmdﬁ;lmm of thie medicalcace ratio exeluding the. AARP busineis is mespingtul since underwritlng gms ot
Tossey related o' Lhe AARE Bisingay' BELTUE L0 am,mrmmum thsougﬁ  Tirc wabilizmtian Tond RSF): Although the e

atrisk Ihrumfmnhng lovsi to-the-extent imulative nel Joser€steed the balanee iy the RSE we huse non been - required to l'und
any underwditng defici 16 ditéund mapngéricat befivves the RSE balance is safficient 1o cover. p-m-mul Future wodernrinng or
athicr risks xssoctated with the contruct duriig the Toveseeabié-futuge.
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Operating Costs

The operating cost ratio (eperating costs-as z percentage of total revenues}-for 2003 was 16.9%, down
from 17.5% in 2002, This decrease was driven primarily by revenne mix changces, with greatergrowth
[rom premium revenuesthan from service revenues, and product'ivity gains from technology
deployment and ather cost management initiatives: Our premium-based products Have lower operating.
cost ratios than our fee-based products. The impact of operating cost efficiencies in 2003 was partially
offset by the continued incremental costs associated with the developmeént, deployment, adoption and
majntenance of new technology refeases. '

On un absolute dollar basis, operating costs for 2008 increased $488 million, or11%, over 2002.
This increase was driven by & 6% increase in total individuals served by Health Care Services and
Uniprise during 2008, increases-in broker commissions and preminm taxes due to increased revenues, -
general cpcratii\g costinfiation and additional operating costs associated with‘change imitiatives and
dgquired businesges.

Depregiation drd Amortization

Dépreciation and. amortization in 2008 was $299 million, an increase of $44 million over 2002

This increase was due w0 additionat depreciation and amortization from higher levels-of computer
equipment and‘capi talized sdﬂwa_r,,c asa result of techriclogy enhancements, bissiness growth and:
‘businesses acquired since the beginning.of 2002. '

Incoime Takés

Qur effective income 1ax rate was 35.7% in 2008, compared 1o 85.5% in 2002, The changc from 2002
was.due ta changes in business and income mix berween states with differin g income tax races.

-Business Segmaents .
“The following summarizes the operating results of our business segments-for the years ended December 31
{in milliens):

REVENUES, ) . Percent
- - - . 2008 » @002 Change
Health Care Setvices S $24:807 s 15%:
Specialized Care Services: 1,878 1309 24%
Ingenix ‘ 578 491 1%
Carporete-and Elimjrttony - {1.543) amn i
Coialidaied Revenucs S $28R%8 | $°050%0 15%
EARNINGS FROM OPERATIONS : ) ) et
' ' . L . : 2003 3002 “Change
Health Cace Services " T T s T % 1A %
Cniprise - 610 517 18%.
Tagenix o RS 55 : %
Comsolidated Earnings From Operdtions ~ . 288 AL g
‘s —p feddingful - R o Ce T L
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Health Care Services

The Health Care Services segment consists of the UnitedHealthcare, ()vguicms and AmenChoice
businesses, UnitedHealthcare coordinates network-based health and well-being services on behalf of
local employers and conyumers. Ovations delivers health and well-bei ng services to Americans over the
age of 50, including the administration bf supplemental health insurance caverage on behalf of AARP,
AmeriChoice facilitates and manages health care services for state Medicaid programs and their
heneficiacies.

Health Carc Services had revenucs of $24.8 billion in 2003, répresenting an increase of §3.3 billion,
or 156%, over-2002. The majarity of the increase resulted from an increase of $1.9 billion in
UnitedHealthcare revenue, an increase of 14% over 2002. The increase in UnitedHealthcare revenues
was driven by average premium rate increases-of approximatély 12% to 13% on renewing commercial
risk-hased business and 8% growth in the aumber af individuals served by fee-based products during
2003, Revenues from Medicaid programs in 2003 increased by $1.0 billion aver 2002. Appraximately
70% of this increase resulted from the- arquisition of AmeriChoice on Scp:cmbcr 84, 2002, with the
remaining 30% driven by growth in.the number of individuals served by AmeriChaice Medicald
programs since the acquisition-date. Ovations revenyes increased by $319-million, or 5%, primarily du¢
ta increases in the number of individiils served by both its Medicare supplement products provided to
AARP mcmbersand by-its Evercare business.

Health Care Services carningsfrom opcrations in 2008 were nearly §1.9 billion, represen ting an
increase of $587 million, or 40%. oyer 2002. This increase. primarily resulted from revenue growth and
improved gross margins-on UnitedHealtheare's risk-based preducts, growthiin the number of
individuals served by UnitedHealthcare's fee-based products. and the acquisition of AmeriChoice on
September 30, 2002, UnitedHealthcare's commercial medical care ratio improved 10 80.0% in 2003
from 81 8% in 2002. Approximately 40 basis points of the decrease in the commercial medical care ratio
was driven by the favorable development of prior period medical cost estimates, with the balance of the
decrease resulting from net premium rate increases that ¢exceeded overall medical benefit cost increases
and changes in business and customer mix. Health Care Services' 2005 operating margin,was 7.5%, an.
incréase of 130 basls points over.2002. This inicregse was driven bys combiiiation of impreived medical
care racios and a shift in commeércial prodicomis from rigk-based produrcts o hxghcrumargm fee:based
producis..

The following table summarizes the number of individuals served by Health Care Services, by majoc
market segment and funding arrangement, as of December 314

(in thonsatids) 2003 2002
Commicrcial
Risk-Based 5440 5,070
FeeBased . . - 2,895 2,715
- .. Towl Commercial .. B39. 7,788
Medicare - ' 230 995
Mcdxcax{ 1,105~ 1,030
“Total Health Gate Services, 9630 9,040

4 Exclwdes Individuals served by Ovatigns " Medicare mpplm.wr-n i:md.uﬂs pravided o AARP menthers.

The riumber of individuals served by UnitedHealthcare’s commerciil busisiess as.of December 31, 2003
increased by 510,000, or 7%, overthe pnor year-This included an increase. of 180,000, or 7%, in the
numbcr of individuals served-with fee-based products, driven by new: customerm!:nomh:pund
eXigting customcrs converting from risks hased pruductstu fee-hased products: Tn addition, the number-
of individuals served by risk-hased products’ inereased by 830, 000. This § incraasewas dnvenhy thee
«at:qmsumn of Golden Rule Financial Carpiration. {Colden Riley In’ Notepiber 2003, which resulted in
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the addition of 430,000 individuals served, partially offsct by customers converting to self-funded,
fee-based arrangements and UnitedHealtheare's targeted withdrawal of risk-based offerd ngs from
unprofitable arrangements with-customers using mudtiple benefir carriers.

Ohativns’ year-overyear Medicare+Chaice encéltment remained refatively stable, with 230,000
individuals served s of December 31, 2008. Medicaid enrollment increased by 75,000, or 7%, duc to
strang growth in the number of indivicuals served by AmeriChoice oves the past year,

Uniprise

Eniprise provides ncwwork-based health and well-being services, businéas-to-busincss transaction
processing services, consumer connectivity and technology suppoit sefvices to large employers and
health plans; Uniprise revenues in 2008 were $3.1 billion, reprascating an increase of 14% over2002.
This increase was driven primarily by growth of 6% in the number aﬂm_hvidu‘alsstrmd by Uniprise
during 2008, annuil service fee rate increases for self-insured customers, and 7 change in tustomer
funding mix during 2002, Uniprise served 9.1 miltion individuals and 8.6 million individuals as of
December 81,2008 and $002; respectively:

Uniprise enroings from operdtions in 2008 were $610 million, representing an'increase of 18% over

2002. Operating niargin for 2003 jinproved 1o 19.6% from 19:0% in 2002, Uniprise has expanded its

- operating nargin through aperating cost efficiencies derived from process Improvements, technology
deplopment and cost management initiatives that have reduced labor and oceupancy costs in ts -
transiction processing and customer service; billing and enroflmént fiinctions. Addittonally, Uniprise's
isifrastructire can be scaled efficiently, aliowing ity business to grow revonues ura proportionarely
‘higher rato than the associated growth in operating expenses.

Specislized Care Services

Specialized Cave Services is u ponfolio of health and well-heing companies, each serving a specialired
myarket reed witha ugique offering of benefits, networks, servicesand: resources. Specialized Care:
Services revenues during 2008 of $1.9 billion increased by $369 million, or 4%, over 2002, This

' ihcréase was principally driven by an increase in the number of individuals served by United Behavioral
Health, its mémal health benefits business; Dental Benefit Providers, fts dental services business; and
Spectera, its vision care benefits business; as well as rate incroasps relsited to these businesses.

Barnings fram opesations in 2003 of $585 miflion increased $88 million, or-35%, over 2002:
Specialized Gare Services’ operating margin increased to 20,5% in 2008; up from 19,0% in 2002, This
ncrease was driven primasily by operational and productivity improvementsat United Behavioral
Health. With the continuing growth of the Speciaiized Care Scriices segimerit, we are consolidating
produciion and service operations (o 4 segmentwidi Service a@d'pmaaigﬁ;ﬁ; ifastructure w iin'p'mbc
serviee, quality and. consisteriay; and wenhancé productiviey ai@dfdﬁ‘xt{eﬁ'ey.- o
Ingeiik is aninteimational leader inrthe Eield of Heaith care-daia-analysis and application, serving
phaniacentical companics, health insurers and other payers, physiciuns-ind otherhealth care
provideny, latge employers and governments, ngeaix revenues in 2008.of $574 million increased by
$83 million. or 17%, over 2002. Thiswavdriven primarity. by niew business growth i the-heslth ‘
.informedon Lusiness. )

Eamnings from operationsin 2003 wen;}"i’!g_'[qﬂliqu. wp $20 million, ox 86%, from 2002, Operating
thazginwas 18.1% in 2008, up from 11.2% is 2002, The increase in the operating niargin way priviarily
sue g growthi in thie health infosination business. C ST
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2002 RESULYS COMPARED TO 2001 RESULTS

Consclidated Financial Results

Revenues

Consolidated revénues intreased by approximately $1.6 billion, or 7%, in 2002 10 $25.0 billion. Strong
grawth across our business scgmmis was partially offset by the impact of targéted withdrawals frem
unprofitable risk-based arrangements with customers using multiple héalth benefit carriers, and
withdrawals and benefit design changes in our Medicare+Choice product offering in certain markets.
Following is a discussion of 2002 consolidared revenue trends.for each revenue component.

Pramium Reveries Conseolidaied premium revenucs in 2002 totaled $21.9 billion, an increase of
$1.2 billion, or 6%, compared with 2001, Premium revenucs from UnitedHealthcare's commercial
risk-based products increased by appraximately $1.2 billion. or 10%. 1o $12.9 billion in 2007, Average
net premium rate'inereasés ékceeded 13% on United Healthcdre s repewing-com mereial risk-based
busincss. This in€reasé-was partially offset by the effects of targeted withdrawals from unprofitable
risk-based arrangements with custamers using multiple health benefit carriers and a shiftin product
mix from risk-based to fee-based products. During 2002, the number of individuals served by
UnitedHealtheare commercial risk-based producis decréaged by 180.000. or 3%..

Premium revenues from Medicaid.and Medicare+Choice programs decreased by $400 million,
or 11%. w $3.2 billion in 2002. Premium revenues from Medicare+Choice programs décreased by
$850 million to $1.6 billion because of planned withdrawals and benefit design changes in ceruain
markets undertaken in résponse 1w insufficient Medicare program reimbursement rates, Premium
revenues from Medicaid programs increased by $450 million to:$1.6 billion in 2002, Mare than half
of this increase, $240 million, Telated to the acquisition of AmeriChoice on September 30, 2002.

The halance of premium reverme growth in 2002 included a $240 mlllmn increase in Health Care
Services' prefium revenues driven by an increase’in the number of individuals served l_:y both Ovations'
Medicare supplement producis provided to AARP members and by its Evercare j:gsir;_cs‘s. Tnaddition,
Specialized Care Services realized a $140million increase.in premium revénuedin 2002,

Service Revenues Service revenues in 2002 totaled $2.9 billion, an increase of $404 million, or 16%,
over 2001, The increase inservice réveues was driven primarily by-aggregaie growth of 11% in the
number of individuals served” by Uniprise and UnitedHealthcare under fee-Based arringements.
Umpme and'llmtedHealthcare service revenues grewby an dggregate of $230 million duri ing 2002.
Additionally, revenues from Ovaiions’ Pharmacy Scmccs business, established | in Jure 2001, increaséd
by approximately $110 willion, as itwasin npemnun for thefull year in 2002

Indestmaent sind OtherIncome Invéstmént and other income in 2002 totaled-$220 million; i decrease

ol $61 miillion, or 22%, from 2001. Interes; incomie decreased-by $32 millioh dise to.lower interest iclds
owinvestmentsin 2002 compared with 2001 yamallv offset.by.the impaict of increased 1eveks of cash
and fixed-income investments, Net realized capitatiosses in 2002 were $18 million, compared o net
realized. tapnal gains of $1 1 million in 2001 “The 2002 aet fea‘hzed -capital tosses were mainly dueto sales .
of investments in-deby seuri ities af certain companiesin, thc telecummumcmons industry and
impairments récorded on certain Umlcdﬂcalth Capua! equity investmnents. The losses-were partially
offser by capital giins'on sales of inivestmenis in other deb securities.
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Medical Costs
The consolidated medical care ratio decreased frot 85.8% in 2001 1o 83.0% in 2002, Excluding the
AARP business, the medical care ratio decreased by 250 basis poinss from 83.9% in 2001 10 81.4% in
2002. Approximately 90 basis points of the medical care ratio decrease resulted from argered
withdrawals from unprofitable risk-based arrangements with commercial customers using multiple
health benefit carriers and a shift in commercial customer mix, with alarger percentage of premium
revenues derived from emall business customers. These émployer groups typically have a-lower medicai
care ratio, but carry highér operating costs than larger mslomeri.-hdditi’o‘hﬂly. the medical care ratio
decreased approximiately 90 Basis points because of withdrawals and-benefit design changes in certiin
Modicare markets périaining to our Medicare+Choice offering. The balance of the decrease in the
medical cere ratio was primarily driven by changes in productand business mix. care management
acthvities apd nex prentivm rate increases that exteeded overall medical Benéfitcast increases.

_-On an absolute dollar basis, consolidated medica) cosls inceensed by $54B million, or 3%, over 9001,
Thils increasd prigcipally resutted from a rise in-medical coms of appreximately 12%, or $2.1 billion,
driven by the comsbination of medical cost inflation andincreased health care consumption. Partially-
offseting this increase, medical cosis decreaned by approximately §1.4 billion due to net reductions
in the'number of people receiving benefits under our Medicare and commercialvisk-based producis,
The balance of the decvease in medical coits wis driven primirily by chargesin benefit designsin
certaln Medicare marke.
Operating Costs
"The operating cost ratio way 17.5% in 2002, compared with 17.0% in 2001, During 2002, our feebased
produceand services grew ata faster rate than our premium-based products; and foe-based products
have mitch higher operating cost ratios than premium-based products. In addition, our Medicare
busiuess, whicl has refatively low operating costs as @ perceniage of révenues, decteased in size relutive
o our overill. operations. Using a revenue mix comparable 1o 2001, the 2002-operating cost ratio would
have decreased alightly in 2002. This decrease was principally driven by aperating cost efficiencies
derived from. process imiprovements, techmology deployment and cast managensent initatives thar’
reduced labor and.oc cupancy costsin our itansgeiion processing and custgracr service, billing and
enrollment functions, The Impact of thes efficienciaswas parially offiet by the incrementsl oI
associated with the development, deployment, sdopiicn dnd maimenarice of nei techuology releases,
as welt asincreased business self-insnrance kosts duiriag 2002. .

On'awabsoline doltir bags, operaringcisski fndridied 57 $408 millioq, oF 10%, overd0ol This -

Increade was deivan by 7% increase in.the jotabniunber of individualiserved by Health-Care-Sortices-
 &ud Unipsise during 2002, general dieruliig edst inlibfion aiid sthe sddiongl casss associated withy

Depraciation and Amortization R

Depreciation and mmnnummﬂﬁsngiﬁhnhg@gm@;m milfionin 2001, Thisdecrease
sy e 10 598 million of amoctization expene 51 B00 mooedad far gaodvillwhichwas no louger
amiortized in 2002 pursuant to the adoptionaf BuatlilAccounsihg Stindards (FAS) No. 142,
“Gosdwilland Other ntangible Asins” Thisdedrbasgom lovgily ofies by 898 wallion of adifionsl

anumommmlwmwwgqﬂmmﬂwwm saftvare

| ‘asrpultoftchnology enhanpemientsmd bicick bR, . . -

Dt efféctive income tas rate was 35.5% in 2002 inel 88,046 in 2001 Thie doopense was primarily dive
toihe Impact of nontox deduciible goodwilamerassion tha is nolonger amortized for frencial
reporing purposcs; us required by EAS No. 142  ssihing #AS NG, 1R was elfecsive doring 2001,
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Business Segments

The following summarizes the operating results of our business segments for the yearsended December 31
(in millions):

REYENUES Percent
- 2002 2001 Change
Health Care Senvices $ 21,552 £ 20,408 6%
Unriprise _ 2,795 2474 10%
Specialized Care Services 1.509 1,254 0%
Ingenix 191 447 10%
Corporate and Eliminations (1,257) (1,124y -nm
Consolidated Revenues $ 25.020 $ 23454 %
EARNINGS FROM DFERATIONS ) 2001 Percent
~ . 2002 Reported Adjosted: Change
Health. Care Services $ 138 $ 9% $ 914 36%
Uniprise 3T 382 410 26%
Specialized Care Services 286 214 220 X%
Ingenix 53 W4 o {20%)
Corporate - (14) (14) nm
_ Consolidated Earnings From Qperations $ 2,186 $ 1,566 $ 1659 - 329

m — ned meaningful

1 Adjusted 1o exclnde $95 nilllon of amurmization expénsy aspctated with goodwill for comparability. purpmes. Piouant w
FAS N 142, whictrwe adupted effective faiuary 1, 2002, goodwill is no longer amorozsed. Where applivable, the percent ¢hange
e ealculnted comparing the 200% resuliv (o the 2001 “Adjusted” resules.

Health Care Services
Health Care Services posted fetord revenues of $21.6 billion in 2002, an inerease of ricarly SLQ billion,
or §%, over 2001. The increase in révenues primarily resnlied from an increase of approximatély
$1.2 billion in UnitedHealthcare's commercial premium revenues. This was driven by dverage net
premium rate ingreases in excess of 13% on renewing commercial risk- based business, parally offset
by the cffects of targeted withdrawals from unprofitable risk-based.arrangements with commercial
customers using multiple. hcalth benefit carriers, Premium revenues from Medicaid programs
increased by $450 millioinia 2002, of which $240 million relited to the acquisition of AmeriChoice aon
September 30, 2002. Offséting these increases, Medicaré+Choice prémium revenvies decreased by
~$850 million 25 a result of planned withdrawals.and benefit design changes in certain markts in
response 1o insufficient M’cdical;c program reimbursementrates. The balance of Health Care Services'
revenue growth in 2002 inchides % $240 million increase in Ovations revenues. driven byan increase.
in the nimbér of individual; served by both its Medicare supplement pmducf:pmwdcd 10 AARP
mémberaand its Evercare busingss, dnda $140 milion i increase inrévenued fromaits Pharmacy Sedvices
business, establisticd in June 2001.
“Health Care Services tealized earnings from -operations of $4.3 billian in 2002,4n increase of
$30% million; or 42%, over 2001 ony reparted bais: and anintreate of $354 millivn, ar'36%, over
2001 op: A FAS No.1 47 comparable reporzing basis This increase:- prm(ﬂnly fesulied froni improved
gross ma.rgms on UmtedHcathtare s commercial risk-based products. reveniie - growth-and operating
ot efficiencies devived fmm process impmvemmts. teehnalogy deployment and-cost management
initiativés that regluced libor and | 6¢cupsncy costs in the wansaction processing and customer service;
billing and entolliment Kirctions. Health-Care. Semces operating margin increased to 6 2% in- 2002
from: 46% o3 steported basis and from 4.8% on £ FAS No, 142 compamblereporting ‘basis in 2001.
This incFease vakdiven by 2 combiniatiot 6{an inlproyed viedical cageraio, productivity improvements
andtashift in produde hix Eromnxk-'bascd'pmducls 16 highermargin, feecbagad products.

28 UnitcdHcalth Group




UnitedHealthcare’s commercial medical care ratio decreased by 230 basis poinits [rom 84.1% in
2001 1o 81.8% i 2002. Approximately 130 basis poiné of the commercial medical care.ratio decrease
resulted from targeted withdrawais from unprofitable risk-based arrangements with commercial
customers bising multiple carriess and a shiftin commercial cnstomer-mix, with alarger percentage of
premiom revenues deriveed from small business custommers, These employer groups wpically have a lower
medical eare ratio, but carry higher operadng costs than larger customers. The batance of the decrcase
in the commercial hicdical care ratio was primarily driven by changes ih product mix, carcwanagement
activities and net premium rate increases that exceeded overall medical benéhit cost increases.

The follawing table summarizes the number of individuals served, by major market segment and
funding arrarigement, as-of December 31"

iin thousmads) 2002 2001
Commerciul

Risk-Based 3070 5,250
. FerBased : . 275 2,505
Toua! Commercial 7785 7556
‘Medicare ‘32_5 345
Medicaid _ 1,080 . 60
Towl Health Ciire Services 9:040 _ B340

} Exchudes indigidu served by Owatfons” Medicare supplement prod provided 1o AARP; Bein.

The number of individuals served by Unitedifealthcares commercia) Jproducts increased by 230,000, or
3%, during 2002, This included an increase af 410,000, or 18%, fo the number ofindividuals served
with fee-based praducts, driven by new cusomer relationships and cusiomers converting from risk-
based producis during 2002. This increase was partially offret by a decrease of 180,000, or 3%, in the
number of individyals served by risk-buscd prodicts, driven by customers converting to self-funded.
fee-based acrangements atid UnitedHealtheare's rirgeted withdrawdl ol risk-based product offerings
trom unprofitable asrangenients with custoniers asing multiple hexhh beriefit carticrs.

Ovations' year-overjear Medicare enrollment decseased 35% because of market withdrawals and
benefit deslgn changes. These actions were taken in response to insulficient Medicare program
reimbursement ratesdn spacific ounties ami wereintended t&-grgéwe;ﬁmﬁt__margi ns and betger
pasition the Medicare peogram for lorigerm siccess. Yeanoveryear Médicaid enroliment increased by
890,000, largely due 1o the acquisition of AmeriChoice on September 30, 2002, which served
approximately 360,000 individuals a5 of the acquisitigh date: :

Uniprise fevenued were $2.7 billion in 2002; up §251 milllon, or 10%, over 2001 This increase was
driven prinsarily by an 8% increase-in Uniprise's customer bese; Uniprise scrved 835 eillion individials
us of December 31,2002, and 8.9 million individuals us of Déccgiber 81, 209y,

Uniprise earnings from operatlons grew byﬂgsnuﬂkm,urs&%, aver 2001-0n-a.reporred basis, and’
by $107 million; or 26%, over 2001 on u FASNe,. 143 comparable seporting @B_T'Qmﬁng'mafglp.

improved ta 19.0% 3n 2002 from 15:4% ond reported bgsis gad from 16,6% 00 & FAS No, 142

comiparable reporting basis in 2001 Urilprise siparided s apérating hargin through opérating cost .

.. cfficiencies derived from process impravements, technology deploymint and cosimanigetent

. iniifatives that reduced Jabor and occupanicy ¢6és suppoiing o traisiérion procssing ind customet
| . service, biling and enrolimentfuncions, Additioniily, Uniprise’s infrasmacture cani be-scaled
- _ efficicndy, sllowing its business 16 ETOW revenuesat ii{;:rdphw;ﬁ‘h@héﬂatc\dmn:@gmﬁmd
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Specialized Care Services

Specialized Care Services had revenues of $1.5 billion in 2002, an increase of $255 million,; or 20%, over
2001, This increase was principally driven by $140. millian of revenue growth-from Spectern, fis vision
care benefits business acquired in October 2601, and an increase in the number of individnals served by
United Behavioral Health, its mental health benefits business, and Dental Bencfit Providers, its dental
services business.

Earnings from operatibns reached $286 million in 2002, an-increase over 2001 of $72 million, or
34%, on a reported basis and §66 million, or 30%, on 2 FAS No. 142 comparabte reporting basis..
Specialized Care Services' operating margin increased to 19.0% in 2009, up from 17.1% an a reported
basis and from 17.5% on a FAS No. 142 comparable reparting basis in 2001. This increase was driven by
operational and productivity improvements, partially offset by a shifting business mix toward higher
revenue, lower margin products. With the growth of this segment, we hegan consolidating production
and.service operations 1o a segmentwide service and production infrastructure to improve service.
quality and conslstency-and enhance productivity and cfficiency.

Ingenix

Revenaes were $491 million in 2002, an increase of $44 million, or 10%, over 2001. This was the result
of strong new business growth in the health mformation business and revenuesfrom acquired
bisinesses; partally offset by reduced revenpes.in the pharmaceutical services business.

Eamnings from aperations were $55 million, up $7 million, or 15%. over 2001 on a reported basis,
and down $14-million, or 20%, from 2001 o a FAS No. 142, comparable reporting basis. Operating
margin was 11.2% in 2002, up from 10.7% in 2001 on a reported basis, and down from 15:4% on a
FAS No. 142 comparable reparting basis. The reduction in eamings from operations 2nd operating
margin on 2 FAS No.. 142 comparable reporting basis was due to cancellations and delays of certain
clitiical research trials hy phamaccuﬁcal clients, which were-affected by weak industry-specific
conditions. This reduction was partially offset by sirong business growth and sllghtly expanding
margins in the health information business.

Carporate

Corporate includes costs for cerfain companywide. proceds improvement injtiatives, net expenses from
-tharitable conuibutions 1o the United Health Foundation and eliminations of interscgment
transactivns. The decrease in corporate expenses.of- $14 million from 2001 10 2002 reflects the
completion during 2001 of certain comparivwide process improverneny lm_uatlvgs_
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FINANCIAL CONDITION AND LIQUIDITY AT DECEMBER 31, 2002

Liquidity

We manage our cash. imvestments and capital structure so we ane able o mect the short-and long-term
nbligutions of our business while maintaining strong financial Dexibility and lig u;duy We-forecast,
snalyze and monitor our cash flows to enable prudent investment and financing within the confines of
oar linancial strategy. \

Our regulated subsidiaries generate significant cash Nlows from opersiions: A majority of the assets
held by uur'mpﬂaxeci subsicliarics are in the form of cash, cash equivalemts and investments, After
considring expected eash fows from operating activities, we generallythvest monies of regulated
subsidiarios that exceed our shortaerm obligations in longer ferm, inyéstimeiit-grade, marketable detn
securities 10 improve ouroverall isvestment return, Factors we ednsi'derlnamahbg these nvestment
devisions inclide our boand of directars' appraved invostment policy; regiitatory limitations; retim
objectives, o implications; risk tolerance and maturity dates. Our long-etrm investsients are also
available. for sale‘vo meet shorvterm liquidity and other needs. Monies in excess of the capital needs
of our regulated endties are paid 1o their non-regulated parent comprnies. yypically intheform of
dividends, for genem! corparate use, when and as permitted by applicable regulations.

Qur nou-regulased businesses also generatc dignificant cish fiom dpeiations for general corpoiate
usc’, Cash flows genicrated by these entities, combined with the issuance of comimercial paper, long-term
debt and the availability of comimited credit facilities, further strengiher-ou operating and financial
flexibijity. We gencrally use these cash lows 1o reinvest in our businesses in the, form of capitnl
expenditures, to:expand the depth and brewdih-of eur services throwgh business acquisitions, and
ta repurchase shaces of our common stock: depending on market canditions.

Cash geucrated from operating uctivities, our primary squrce of liquidity, is principally from net
carnings, excluding depreciation and smartization. Ax u result, any future decline in our profitability
may have # negauve Impact onhour liquidify Theé level-of profitability of or visk-based business depends
in large part on our ability to accurately predict and price fof health care costinereases. This fisk'is
partiaily mitigated by thic diversity of our athiér busineases, the geographic diversity. of our risk-bascd
business and our distiplined underwiting and pricing processes, wiich seek 1o match premium fat
increasessith-futare Bealth care costs. o 2008, a-hypathetical 1% increige in commercial insured
‘medical:conts would have reduced net camings by approximately $75 million.

The avatlability of inancing in the form of deb ofequity isinfluenced by sy factors, inchuding
ou profimbility, operating cash-fiows; delitfevels, debtratings, contizcyakrestricaons,; regulatory
requiremenys anil masker conditions, We beligve thatious stratcgies and attigns. taward malntaining
financiatflexibility mitigate much of this risk.. =~ . S
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GCash and Investments

Cash flows from operating.activities was $3.0 hillion in 2008, representing an increase over 2002 of
4580 million, or 24%. This increase in operating cash flows resulted primarily from an increase

of $454 million in nect income cxcluding depreciation, amortization and other noncush items.
Additionally, operating cash flows increased by $126 miillion due o cash genérated by working capital
changes, driven primarily by an increase in medical costs payable. As premium revenues and related
medical costs increase, we generate incrementa)l operating cash flows because we collect premium
revenucs in advance of the claim payments for related medical costs.

We maintained 4 strong financial condition and liquidity pasition, with cash and investmers
of $9.5 hillion at December 31, 2008. Total cash and jnvestments increased by $3.1 billion since
December 31,2002, primarily due 16 $2.2 billion in ¢ash and ivestinents acquired in the Golden Rule
acquisition in November 2003 and strong operating cash flows, paruaﬂy offset by capital expenditures,
businesses acquired:for cash and common stock repurchases.

‘As further described under “Regulatory Capital and Dividend Restrictions,” man many.of our subsidiarics
are subject to various government regulations chiat restrice the timing-and amount of dividends and
other distributions that may be paid to their pareni companies. At December 31,2003, approximately
$385 niillion of our $9.5billiof of cash and investments was held by non—rggulélqd subsidiaries. Of this
amount. approximatcly §45 million was segregated for future regulatory capital needs and the
remainder was aviilable for general corporate use, inicludingacquisitions and share repurchases,

Financing and.Investing Activities

In addition 10 aur strong cash flows generated by operating actvitics, we use commercial paper and
debt to maineain adequate operating and financial flexibility-As of December 31, 2008 3nd 2002, we
had commercial paper and debt outstanding of approxiniately $2.0 hillion and $1.8 billion, respectively.
Our debi-to-totai-capital ratio was 27.8% and 28.5% as of December 31, 2003 and December $1. 2002,
respectively. We believe the prudent use of debt leverage optimizes our cost of capital and-return on
shareholders’ equity, while mantaining Aﬁpmpﬁate liquidity.

fn Pecemberand March 2003, we issued $500 miillion of Touryear; ﬁxgd-rate notes and 5450 million
of 10-year, fized-rate notés with interest rates 0f 3.5% and 4.9%, respectively. We emm'cd into interest
rate Swap agrécments o CONVert aur interést expostire ow'§ 725 millian-of the 2008 borrowings from 2
fixed to a variable rate, At December 81, 2003, the rare uséd to accrue intsrest expense on rhiese
agreements ranged from 1.2% t0.1.6%. The differeniial beiween the fixed and variable Fates to be paid.
or recelved is accrued and recognized over the life of the agreemenu as an adjustment wo. intérest
expense in.the Consolidated. Statements of Opcrauum. Wq used the procceds from these borrowi ngsto’
Tepay commercial paper and germ debt maruring i 2003, and forgtncral coTporait-purposes;
including working capitel, capjtal expenditures, busmcss  acquisiions and share mpumhases
Cormmercial paperand ciirent Maturitics of lofg-tgrin debt deersased from $811 mitlion asof
December 31,2002, to $229 million as of Deceimbier$1, 2008, a4 a resaly of these actions.

We-have creditatrangements for $900 milliohi that supgoty gur.commeréial paper program.
These-credit airangements inclide 2 $450 millian n:\?olvmg Tadility that expires mjuly 2005, and a
$4560 million; 364-day facility that expircsin July 2004, As ofDacmher 31, 2003, wé had nb-arhounts -
outstanding inder our credit facilitics.

Our debtarrarigements anid‘credit facilities €ontain various covenanits, the most restrictive of-
which' require us to maintain a debr-to-otal-capital faiio {calcnlated & the sum of cottimergial paper
and debt divided by the sum- of commercial, :paper; deht and sharcholders! equitty] below-45% snd to
exceed spccxfied minimuminterest coverage levels. We are m compliance with the requircments of all
debt covenants.
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Our senior debt is rated “A™ by Standard & Poor’s (S&P) and Fitch, and "A3" with.a positive outdook
by Moody's. Our commercial paper is rated “A-1" by S&F, “F-1” by Fitch; and "P-2" with a pasitive
outlook by Maody’s. Consistent with our intention of maintaining our senior debt ratings in the "A”
range. we intend to maintain our debtto-woral-capital mtio at 30% or less. A significant downgrade in
our debt or commercial paper ratings could adversely alfect our horrowing capacity and costs.

Under our board of directors’ autharization, we maintain a common stock repurchase program.
Repurchases may be made from tmie to.time at prevailing prices, subject 1o cermin vestrictions on vohume.,
pricing and timing. During 2608, we repurchased 38 million shares at an average price of approximately
$47 per share and an aggregate cast of approximately $1.6 billion. As of December 31, 2008, we had board
of directors’ anthorization 1o purchase. up 1o an additional 45 million shares of our cammon.stock. Our
common stock repurchiase. progeam iy cliscretionary as we are under no dbligation to repurchase shares.
We repurchase shares becavse webelievcitisa prudent use of capial A decision by thecompany o
discontinue share repurchases would significantly increase our liquidity and iancial flexi biliry.

In May 2008, ourr board 6f direcidrs declared s twofor-one split of the company's common stack
in the form of a 108% common stock dividend. The stock dividend was issued on June 18, 2003, 1o
shareholders of record as of fune 2, 2003, All share and per share amounts have been restated to reflect
the stock split.

On Nowembeér 19,2008, our Health Care Services business seggmentacquired Golden Rule Financial
Corporation and subsidiaries. We paid $495 thillion in-cash in creliange for alk of the outstanding stock
of Golden Rule.

On Fetiruary 10, 2004, our Health Care Services business segment acquired Mid Atlantic Medicul
Services, Inc, (MAMSI), Under-the terms of the-purchase 3greement, MAMSI sharehalders received
0.82 shares oiﬁni_wdli{eal_th Group common stock and $13 in cash for each shiare of MAMST common
stock'thicy owned. Total consideration issued.was approximatély $2.7 billion, comprised of 36.4 millian
shares of UnitedHealth Group common siock {valued at §1.9 bitlion based upon-the average of
UnitedHealth Group's share dlosing price for iwo days before, the day of and two days after the
acquisition snnouncement dake of October 27; 2003) and approximately $800 million in cash.

We finasced the cash partion of the MAMSI purchase paice pﬁmar!lyzlhrb\gg’h commercial paper
issvances and a total of $300 milfion of five-and 10-year fixed-rate ridtes isued on February 10. 2004,
Wehave entered info Intérest rate swap agreements 16 convert oNr interést expasnre on thesendres
from a fixed tos yaciabl rate. Following the-closing of this acquisition and the debtissuances, cir

- debttootakcaphal rata remaiied Bélow 30%. _ _ :

Upderqﬁ.ﬂéﬁéﬁ:}&‘gimdpﬁ statement {for:common stock, preforred stocks debr securitiés and

- vther yectiritiex), e remalning dssuting capacity of wil coveredadeinitics, afer considenadon of the
motes issucd ik conmection with e MAMST acqiislion described aliove, & $250 million. We.may

- publicly o séciivities From daie Ao titre it prices, mdmmtnbedaﬁmheﬂ atihe time of offcting,
We:plan 1 flean sinendmient 1o increase theissuing <apacity prder our §:58 shelf registmation statement

(1 10 WD billia diring dhao fiss: balf of $004. Under onr-£4 acquisition siel segiseration statesnent, we
. hewcemalriteg liuing capacity of spproximately 24,8 million shases ofmur commen stock in
' ‘conhécdon with aoquisition. activitics. We filed a separate 5:4 regiktcitioy stitoment for the $6.4 million
- shinres issued in tonnection with the acquisition of MAMSI déscribes shove. - .
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Contractual Obligations, Off-Balance Sheet Arrangements And Commitments
The following table summarizes future obligations due by period as of Decembier 31, 2008, under our
various contractual obligations, off-balance sheet arrangements and commitments (in millions):

2004 2005w 2006 2007 v 2008 Thareafter Totst
Diebt and Commerrial Paper' $ 2w 3 400 $ 900 $ 450 2197
Operating Leasex 103 185 144 19) 623
Purchase Ohljjations* 83 9% 14 - 186
Funire Policy Benehiw’ 160 290 25 962 1.677
Other Long-Term Obligations’ - - 65 173 248
_ Touwal Contractual Obligations $ 57 $ 918 $1.,588 $1.776 44,713
! 'Deba un conld be wceelerated upon vislarion of debx covenann. We befirve the likelihood of a debt covennnt violation i remate.
2 Mini & 1 under exising prrchase obligauans for goods and scrviges
3 Eattmaared pay quired under e inurance 30d annaity coniraos,
A Includes obligarions navoriated vith cermin emplovee benefit programs and minority i puichase iiment

Currgutly, we do not have any other material contractual obligations, off-balance sheet arrangements or
sommitments that require cash respurces; however, we continually zvaluate opportunites Lo expand
our operations. This includes internal development of new products, programs and wchnology
-applications, and may include acquisitians.

REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We tonduct a significant portion of our operations tirough companics that are subject to standards
established by thé National Association of Insurance Commissioners {NAIC). These siandavds, among
other things, require these subsidiarics o maintain Specified levels of watutory capital, as defined by
each state, and restrict the riming and amount of dividends and other distributions that may be paid
thelr parent companies, Generally, the amount of dividend distributions that may be paid by a regulated
subsidiary. without priar approval by state regulatory anthorities, is limited basedt on the entity's level
ofstatulory netincome and statutory capimt 'and;,s_u:_-btm. The agencies thas assess.our creditworthiness
-also consider capital adeguacy levels when establishing our debt ratings. Conaistent with pur intent
1 maintain our senior debt mitings in the "A” runge, wit miaintain an-aggregate statutory capital level
for our regulated subsidiaries that i significantly higher than the minimum level regulators require.
As of Decernber 31, 2003, our regulated subisidiarics had aggregate statory capital of approximately
-$5:1 bitkion, which is significantly more than the aggregate minimuni regulatory regisicsments.
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CRITICAL ACCOUNTING PQLIGIES AND ESTIMATES

Crideal accounting policies are those pulicies that require management to inake the most ¢hallenging,
subjeciive or complex judgments, oftén because they must estimate the effects ofTnarrers that are’
inBergntly uncertain and may change in subséquent periods. Critical accounting policies invalve
Judgmentys and uncertainties that are sufficiently sensitive 1o result in mat:r‘iall;ﬁ differens resiilts under
different assumptions and: condltions, We befieve our most critical accountingpolicics arc.those
described below. For a detafled disewssion of these and other accounting policies, see Note 2 16 the
Consolidated Hnancial Statements.

Revenues

Revennes arc.principally derived from health care insurance premiums. We recogaize premitum revenues
in'thee period ligible individuals drcentitled 1o receive health care services. Gustomérs-are typically
bitled memthily §€3 conmracted. me per eligible person multiplied by the total numbes of prople eligible
1o réceive services.as recoided in‘our records. En ployergroups generally provide uswith changes fo
their eligible poputation one month in arrears, Each billing includes an ‘adjusument for prior-month
eHanges in efigibility status that were not refiected in our previous billing. We estimate and adjust the
current period’s reyenucs and accounts roceivable accordingly. Our estintasés are based on historical
trends preiviums blled, thelevel of contract renewal attivity and other rélevan( itformation, We rovise
estimates of revenue adjustments each period, and record changes'in the'perdod they biccome known.

Medical Costs

Each reporting period, we estimate ovr obligations formédical care servicds that have been rendered
on befalf of-insured consumers but for which claims have either ot yerbeen received or processed.
and for liabilities for physician, hospital and other-medical cost dispixtes. We devclop. estimares for
medical care sevvices incurred but not reported using an actarial progess thavis consistendy applied,
centrally controlled and aatomated, The acwarial modéls consider factors such as time frgm date of
service to claim receipt, cliim Dacklogs, sewsomal variunces in mectical care consumption, provider
contract rate chisnges, medical carc utilization and other medical cost trengds, miembership volume and
@mgmphi-cé,.bcnéﬁtﬁlag chifniges, and -husiness mix clranges related w producis; cstomers zncd
geography. Depending on the health édre provider and type of service, the typical billing lag for sexvices
can vinge froin twt to 90 days from the date of service. Su bstandally all claimsrefan'd vo miedical care
services are khown ditd secled within nisie to 12.months from the.date of service. We estimate labikies
for physician, hospital and other medical cost dispures based upon an amalysis uf potential ouicomesy,

.

asuming 2 combingtipn of itigation and serdement stratogies,

Each period, we 1e-examine previously escablichied miedical. costs. pagable éitnates bied.on actual
. clamsubmissionsand other changes in facts and clrcumstances. s the fability estimatésrecorded in
. -priar periodsbiecome more exact, we increase or décrease sheanionntof the esimzitéy, withithe
. changesin estimites incuded in medicil costs in the peiiod inwhich thie’ chaiige is idediffied. In every
. eepoRting pesiod, v operating results incluld the effects of mafe botnpletely developed medical costs.
payible estininted associated with previously réponed periads If the xevised estiffiaic of pirlor period
‘ihedical tostéisless than thie prévious gstimate, we-will decredse reported.medicil costs in the-cursent
“pevied (&mbkdévdoj:ﬂncht}. i therevised estimare of pnorpexmd eiredical costs is more-than the -
previols cafimate, we sdll-increase repdrted medical costs-in the-current pe{io& {unfavorable- )
' ﬁeéédéfphieﬁt): Historieally, the net iiiapacr;i_f estimate ﬁevel'opmmhp;-;;rcggggp@ lessthan one-half
- of1%:0f annual medical rosts, less than €% of annual earsings From operatiors and lessthan 5% of

. medical costs payable.
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In arder to evaluate the impact of changes in medical cost estimates for any particular discrete
period, ene should consider both the amaunt of development recorded in the current perind
pertaining to prior periods and the amount of development recorded in subsequent periads peruining
to the current period. The accompanying table provides a summary of the net impact of favorable
development on medical costs and sarmings from operations (in millions).

Favgrable Net impact gn Madical Costsy Eatmings from Opetatwns

Development Medical Csts (a) As Reporiad As Adjusted (b) As-Reportéd As Adustad 1b)
2000 $§ 15 $ {13 316155  $ 16140 $ 1200 $ 1.215
2001 $ 30 §  (40) $17644  F 17604 $ 1566 $ 1,606
2002 $§ $ Bh $18492  $ 18112 § 2186 § 2266
2003 § 130 () $ 20714 (c) $ 2935 (c)

a) The emount of faverable development secorded in the current voue pertalning w the prior year Ies the amoundt of favemble
developmen( resorded i the subsequent year peruaining to the curtent year.

b) Rrprocnts reported amounis adjusted Yo reflect the net impact nf uredical cost tievelopimnicent.

€) Not yerdetenningdblc as the t of prior period devefopimeni ceorded in 2004 whl change ax our Drecmber 31, 2003
medical rosis payable estimate develops throughaut 2004,

Our esiimate of medical costs payable represents management's best estimate of the campany’s

Hability for unpaid medical costs as of December 31, 2008, developed using consistently applied
actuarial methads. Managemnent befieves the amount af medical costs payable is: reasonable and
adequate Lo cover the company's liability for unpaid clzimis as of December 31, 3003; however, actusl
claim paynients may differ from established estimates. Assuming a hypothietical 1% difference between
our December 81, 2008 -estimates of medical costs payable and actual costs payable. excluding the AARP
business, 2003 earnings from operations would increase or decrease by approximately $33 million and
diluted net eamings per.cominen share would increise ordecrease by approximately $0.03 per share,

investments

Asof Deccmbcr 34, 2008, we had approximately $7.2 billion of invesunents, primiarily held in
markcubic debt securities. Our investments are principally clussified.as available:for sale and are
récorded at fair value. We exclude unrealized gainy and losses on invesiments available for sale from
eimings and réport them together, net of income tax effects, 4s separate componcont in shareholders’
equity, We continually moniter the difference bétween the cast and Bair vahie of Qur investments. As of
December 31,2003, our’mvestirents had gross unréalized gains "of $238 million and gross unrealized
losses.of §7 millian: If any of ourinvestnents experience a decline in fair valie thatis determined o be
other. lhan emporary, Jbased on znal;s:s uf relevant factors, we record a realized Jossin our Consolidated
Smc.mem of Operations. Mamagement Judgmem is.invalved in. avuluanng whethierddedline fn an
investoient's fairvalne is ather than  temporary. Ncwml'ormauon and the passage of time can change
these Judgmcn!s We revise impairment Jjudgments when-npw miormauotr bccomcs knmm and record
any resulting impaimiet charges-arthat tinie. Wemanage oir investmeny. portfolio to; limlt our exposure.
10 any:ont-issucr or industry and largely limivour investmients 1o U-S: Gowmmcnt and &gcnq securilies,
sgmeamd, mumqpal recusities. and corporate delit obligations thiit aro investmiest grade,

Lang-l.iveﬂ Assets

Asof December 51, 2009 and- 2002, we had long-lived assets, mcmdmg goodwi[l other inumglble assel,
and-peoperty, equipment and.capitatized software, 6F §4.7 tillion and $4.4 billion, respectively. We
review these adsels for events and changesin direulstances that: wonld indicate we. mlgfu ROt recover
their carrying value. In alsessing thé recovérabilityof our long-lived asséts. we must xiake asimptions
rcgardmgrmmated furure (itility, £ash flows and othier internal and extersiil factors to détermine the
fair value of the respective assets. IE these éstimates or their rélated asumptons change in the future,
wemay be required to record impaimment chz:gm for theseassets.
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Contingent Liabilities

Because of the nuture of our businesses. we are routinely involved in various disputcs, legal proceedings
and governmental andits and investigations. Werecoid liabilities for our estimmates of the probablé costs
resulting from these matters, Our exij mates are developéd in consultation with outside fegal counsel -
and ave based upon an analysis of poteniial resuls, Assuming a combination of litigation and settlement
strategies and considering onr insurance coverages, if any. for such matters, We do not balieve any
matters currently threatened or pending will fxavc a marerial adverse eRect on our coisolidated
financial position or resulty of operations. It is possible, however, that furure restlts of opéragdons for
any particular quarterly or annual period could be materially affected by changes in our estimates or.
assumptions,

INFLATION

The current national héalth care costinflation rate significantly exceeds the general inflatiorn rate.
We use various strutegies to lessen the effects of health care cost inflation. These élude setting-
commercial premiums based on anticipatsd health-carg costs and coordinatiig care with physicians
and other health care proyiders. Through contacts with physicians anﬂ\bth'er-hcal'lh\carefprdviclets.
we emphasize preventive health care, appropriate use of health care setvicesconsistent with clinical
performance siandaids, education dnd closing gaps ihcare.

We believe our strategies to mitigate the impact of health care «costinflation on bur eperating resulis
bave been and will continue tabe suceessful. However, @ therfactors inchiding tompetitive. pressurcs,
new beaith care and pharmaceutical product introductions, demands from phvsicians and other health,
<are providers and conswers, major epidemics, and applicable regulations may affect our'ability to
<control the impact of health care cost inflaton, Beciuse of the narrow dperating margins-of our risk-
based products, chunges in medical cost wends thatwere nolanticipated in c-stat}li_shing premivm sates
can create significant changes in our financial resuits,

LEGAL MATYERS

Because of thenature ofour buﬁn;‘;‘es‘ we ;:rc'mgtginély party to a vardety of legalactiohs related wo the
design, management and offesings of our services: We record liabilkiss Foros estinites of probabie
<osts resylting from these ‘matters. These mattess fnclude, but sire not Tirnited fo: claitns fekitifigto- -
health care benefits coverage; medical malpractive setiéns; contmact disputés, and cladims refated fo
Wisclosuire.of cerain business pracgicés: Followiiig the svéns of September-11, T001, the cost of busifess
Insarance coverhgeincrepded significintly As a'result, w6 heve incerased the amoint of dakthat we selfs
Issure, particularly with respect to maués inddenital to-our bisiriess,

Beginning in 1999, a serfes of class action lwsuitswere Hled againsius and-virtually Al major

eniliicsin tho-health berchis biminéss. Generilly, (hE health aare provider plainiffs sliege violations of -

itie Employee RetdrementIncoine Security Act oF 1974, as amenged (ERISA), ad the Ruckeseir
Infliencéd Corrupt-Orgunization Acy {RICOY, asweil a5 seveval saaiclaw claisis] Thesuit sepks
Hjunctive, com pensatory and equitable reliel as.well asestituelon, couts; fees and interesy payments.

-Weare engiged in discoveryin thiz maiter, Atrial date hasbeen wcefor-September13, 2004,

. InMarch 2000, the Ameritan Modicdl Assaciation filed = lassuis against thewotipany in Connietion

", ¥ith the calcalation of reasonable and customaryreimbustement rate foronsemork providers Phe
. Beitsecks declaratory, injunctive and conpensatory selielas well as costs, foes mid interesc paymenis.
. Ayamended complaint was fled on August 25, 2000, which alleged tho clostesof plaintiffs, an ERISA

| < Glassang £ nonERISA class. After the Court diswised éoriain ERISA Slakis atid the Eaims biratight |

. by Anievican Medical Association, 2 tiird ansénded complaing was filed. On Oorober 95; 9602,

.. Mhieconr grasied in part and denied in it Sucmoiion o distaiss thi dibid amiside £d Gomplaini. -

5

i Weare eugurettin distovery in thismariey.
2 ’
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Although the results of pending litigation are always uncenain, we do not believe the results of any
such actions.cusrently threatened or pending, including those described above, will, individually or in
agyregate, have a material adverse effect an our consolidated financial position or results of operations,

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of changes in the fair value of a financial instrument caused bychanges in
intevest rates and equity prices. The company's primary market risk is €Xposure to changcs in interest
Tales that could impact the fair valie of our investmenss and lang-term debt,

Approximately $7,0 billion of ourinvestmént at December 31, 2003 were! fixed-income securities.
Assurmingahypothetical and immediate 1% increase or decrease in interest rates zpplicable 10 dur fixed-
income investment portfolio ar December 31, 2008, the fair value of our fixed-income invéstments would
decrease or increase by-approximately $340 million. We manage our investment portolio 1o limit cur
exposure to-any one issuer or indusiry and largely limit our investmenis o U5, Govemmcm and Agency
secuiritiey, state and municipsl securities, and corporate debt sbligations that are investment grade.

To mitigate the financial impact of changes in interest rates, we have enteréd lito interest rate swap
agreemenis to-more closely match the interest rates of ourlong-term debit wiih tiose of otr cash
equivalents and shortterim investinents. Including the impact of aur interest rate mpﬂgrccmenu.
‘approximately $1.2  billion of our commercial paper and debt had variable.rates of interést and
$825 million had fixed rates as of December 81, 2008. A hypothetical 1%.incvease or decrease in
interest rates would not bé material to thé fair value of our commercial paper and debe

At December 31, 2008, we had $181 million of egnity igvestments, primarily Reld by our
UnitedHealth Capital business in various “publicand non-public companies concentrated in thc areas
of health care delivery and related information wechnologies. Market conditions that alfécr the vatue
of health care or-rt:_chnolpgy stocks will likewise impact the value of our equity pertfolia,

CONCENTRATIONS OF CREDIT RISK

Invesunenits in finangial insruménts such as marketable securities and aceounts n;cclvahle thdy subject
UnitedHealih- Gruupxo concentrations of credit risk. Our investmenss in marketablesequrities are
‘managed under an-investment policy suthorized by our beard of directors. This policy Jimits thé
-amounts thatmay be invested in any one issucrdnd gencrallyliniits onir investments 1 Ui$: Govérnment
and Agency securitics; state and municipal seruritics and carporate debit: nhhgauuns that are investment
‘grade. Concentrations of creditrisk with FEspectio accounts deceivable are im:uu:d due to the large
number of empioyér groups that canstitiyte our customer base. As af_Dcc:mbcrﬂl 2008, there were no
; signiﬁcam concentrations of éiedit dsk.
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CAUTIONARY STATEMENT REGARDING “FORWARD-LOOKING™ STATEMENTS

The statements contained in Resuhs of Qperations-and other sections of this annul report to
sharehalders include forward-leoking staternents within the ‘meaning of the Privare Securities Livigation
Reform Act qF!QQS-(PS‘LRA) -When used in thig report, the words and}ihrageg ?beljﬂtp."‘anﬁcipa(eg';
“intends,” "will likely result,” “estimates.” “projects” and similar expressions are intended to idendfy
such forward-fouking statements. Any of thése forward-looking staterents involve risks atid
uncertainties that may cause the o pady’s actual resulis to diffei materially from the results discussed
in the forward-looking statements. Statements that are not strictly histofical are “forward-looking™ and
known and unknown risks may cause actual results and corporate developments to.differ materiatly.
from those expecied, Except (o the extent otherwise required by federal securities laws, we do not
undertake to address ar update tach statement in future Alings oF communicationy tegarding oar
business.or results, snd do notundertake 1 address how any of theye factom-may hiave catiséd resulis to
differ from discussians or infaimation contined i previous filings orcommunications. In 2ddidon,
any of the mauers discugsed in thisdrinwil report riay have affected dur past as well as current forward-
lonkiing statements abou-fuiure Fesults, Any ovall forwasd-looking statements i this report and in any
other public statentents we make may o out to be‘inaccurate, They can be affected by inacenrate
assumptions we might make or by kngwn or nnknown risks and uncertainies. ‘

Many factars will ~Ei¢;imp£_)_‘r_laqtin,dgléﬂniqitgg*_ﬁuuri: resulis. Congequently, fo forward-looking
smenent can be guiraritéed, Atmal future résults mayvary materially From those cxpressed in our
prior communications. Faciorw'that could cause fesidis and developmerits 1o differmaterially from
expectations include; without Timitation, (a) increasés in medical Costs tharare Liigher-than we
anticipated in establishing our premium rats, iichuding inereased consumption.ef or costs of medical
services; (b] increases in costs associated with jngreased livgation, Tegistative activity and government
regulation and review of ourindustry: (c_)fheig'h,igcqu fompetition asia tesultof new entrants into our
markel, mergers and acquisitions of l:calﬁm.m: compinjes and suppliers, and exparision of physician
drpractice mandgement companies; (d) fikike 1 maintain eHective and efficient infogmation systems,
whichi could result in thie Joss of existibg cuktamery, difficollies in attracting new customers, difficulties
in determining medicil-costs estimates-and.esablishing appropriate pricing, customer angd physician
sud health care provider disputes, regulatory violitions; increases in operaing cous or other adverse
consequences; (e).events.that may negatively affect opr contract with AARE including any failure-on
our part toservice AARP customess in aneffertivemanper and anyadverse evenes that directiyaffect
ARKP o jts business partnery; (1) signiicane dateriomuion i customerrétenton, (g) our ability to
exerute contricts on finorable rermswith Blysicians, hosplials and other service providers, and (). .
significent dedgrioration in ceononjlecandifions, ltladingibe effers of acw of terrarizm, partivularly
laterrorsns, or majnnepidemics. A furthetlist sad description of these tisks, unertaintes and. other
TS caftBe Found i odr anfiwilbeport uiFonu 10K for the year sxided Discemier 33,2008, ind in

ourrzports on Forms Io:ga,,a._g;gg )
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Consolidated Statements of Operations

Far the Year Ended December 3.

i milhious, except pro share damt 2003 2007 2001
REVENUES
Premiums $ 25,448 $ 21,906 “$ 20,683
Senvices 8,118 2,894 2,490
lovestment and Other Income 257 220 281
Total Revenues 25,829 25,020 23,454
MEDICAL AND OPERATING COSTS
Medical Costs 20,714 18,192 17,644
Operating Costs 4,875 4,387 3979
Depreciation and Amortization 299 255 265
Total Medical and Operating Costs 25,888 22.834 21.888
EARNINGS FROM OPERATIONS 2935 2,186 1.566
Interest Expense (95) {90) (94"
EARNINGS BEFGRE INCOME TAXES 2,840' 2,096 1472
_ Provision for Income Taxes (1;015) (744) (559)
NET EARNINGS $ 1825 $ 1,352 3 9
BASIC NET EARNINGS PER. COMMON SHARE £ s $ -2.23% £ 146
DILUTED NEY EARNINGS PER COMMON SHARE 5 296 & 213 § 140

BASIC WEIGHTED-AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING 589 607 625
DILUTIVE EFFECT OF OUTSTANDING $TOCK . OPTIONS 28 . ]

DILUTED WEIGHTED-AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING 617 - 636 654

Sed Notes.1o Uomsolidated Financial Sextemeonty

40 UnihwgdHralth Grouy




Consolidated Balance Sheets

tnn millisne, excepr prer share data)

ASSETS
Current Asscis
Cash asid Cash Equivalents
Short-Term Investments
Atxounts Receivable, nét of allowances of $88 and $86
Assets Under Managemeric
Deferred Income Texes
Other Currem Assers
Total Current Assets
Long-Term Invesiments.
Pmpcx'ty.v Bq-mpmen vand Capisalized Software, net of atrumulbited
depreciation and amortizsation.of $588 and $456
‘Gaodwill

Other Tntangible Assers, net uf accumulated amorntization of ‘§48and §31.

_Other Assety
TOYAL ASSETS

"LIABILITIES AND:SHAREHOLDERS' EQUITY
Current Linhilities
Medical Casts Payabic
Accounts Payabie and Awrm.d Lmblhtiea
Otber Policy Liabilities
Commercial Paper and Current Maturities af Long-Tb’rm Tebt
Uueamed Preminms
Total Current Linbifities
‘Long-Term Deht, less current maturities
Future Policy Benelits for Tife and Anmmy Gontracys
Deferved lacomeé: Tazesuind Other Lixbilities
. Commimengs and Conungenmes {Note 12)
Shareholders' Equity”
Comanen Stock, $0.01 par. value — 1,500 sham auuwmcd.
589 and 699 sharés oustitiding
Additional Paid-In Ca pival
Rr:ahncd | Earnings
Accomulated Other. (.«»mprehcmw.- ‘Ineorpe:-
Net Uareéalized Gaing on Investments, nemf ax.eﬁ‘am
' TOTAL SHAREHOLOERS' EQUITY :
| TOTALLIABAUTIES ND SHAREHOLGERS" mﬂm

Zee Nares 1o Collsolidated Financal s:&tclh_anm.

2003

§ 222
486

745

2,019

269

339

6,120
6,789

1,082
3,509
180

.. 64

§ 17634

5 4,152
1,575
2117

229
695
8,768
1,750
1,517
471

£~

1,915

49
5,198
$ 17,534

As of December 31,
2002

$  L130
701

664

2,069

359

29

5,174
4,494

955
3363
122

$ 374
1459
1,781

-&11
GR7
8.379
950

407
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Consolidated Statements of Changes in Shareholders’ Equity

Rdaitions NetUnmalizd Yot
Comman §tark Pakin Retgined Cemm  Suriciders’ Comprhenive
{an milfions) Shares Amcur Capea? Exnmgs. Irestments Equiy Incorr
BALANCE AT DECEMBER 31, 2600 63 § 6 § - $3592 $ 00 33688
lssuances of Common Stock, . ‘
and related tax benefits -2 - 47 - - 174
Common Stock Repurchases £39) - (438) (691) - (L129)
Comprehensive Income
Net Eamings - - - 918 = 93  § 913
Other Comprehensive Income Adjustments
Change in Net Unrealized Cains
on Jnvestments, net of tax effects - - - - {46) {46) 46
Comnprehensive Income 867
Common Stock Dividend - - - o - - )
HALANCE-AT GECEMBER 31, 2001 617 6 36 3805 44 3891
Issuances of Common Stock,
and related wx bencfits. 26. - 905 - - 905
Comman Stock Repurchases (#H) - (771 (1,04) - (1.815)
Comprehensive Income
Net Exrnings - - - 1352 ~ 1352 $1352
Other Comprehénsive Intome Adjustrents
Change in Net Unredlized Gains
on lovestments; net of tax effeérs - - - - 104 104 104
) Comprehensivié Income 31,456
~ Comunon Stock Dividend - - - (a) - e
BALANCE AT DECEMBER 31, 2002 599 6 170 4;104 148 4,428
Issuances of Cammon Stock, ’
and relaed ax benefité 17 - 480 = - -490
Common Stock Repurchases (33) - (602) (1,008 - {L607)
Comprehensive Income i
Net Earnings ) - - - 1,895 - 1,825 §$1,825
Other Comprehérisive Income Adjustments
Change in-Net Unrealized Gaing
on Invesunents, net of tax effects - = - - 1 1 1
Comprehensive Income $1826
Commaon Stock Dividend. . e = - (9)- = (3]
BALANCE AT-DECEMBER 31, 2003 588 0§ 6 § 58 _$4915 S 149 $5I%%

- See Notes o Consatidared Fins ncial St
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Consolidated Statements of Cash Flows

For the Year Ended December 3,

tin.nriBkons ) 2003 2002 2001
OPERATING ACTIVITIES
Net Eamnings § 1,82 § 1352 § o913
Nonrcash Mems
Depreciarion and Ameortization 299 235 265
Deferred Income Faxces and Other 9} 154 40
Net Change in Other Operating liems, net of effects-
from. acquisitions, sales of subsidiaries and changes
in AARP balances
Accounts Receivable and Other Curredi Assers (46) 83 7
Medical Costs Payable 276 74 156
Ageauiis Payable and Accrued Lmbtluies 460 423 280
Othe Policy Liabilities 87 70 131
_ Unearned Premiums _ 11 12 32
_ CASM'FLOWS FROM OBERATING AGTIVITIES ) 3003 2423 1.844
INVESTING ACTIVITIES
Cashl Paid for Acquilsitions, nevof cashi asstimed and other effecs (G50 {362) . 92)
Purckiases of Propierty, Equipment and Capitalizéd Software 1852) (#19) -(425)
Purchases of Tnvestments ) “(2,588) (3,246) (2.088)
Muturities and Sales of Investmenis B - - %+ 2576 1467
CASH FLOWS USED FOR INVESTING ACT WITHES {745) (1.391) (1,138
FINANGING ACTIVITIES
Proceeds from (Payments of) Commercial Paper, net (382) 293) 275
Proceeds from-Tssuance of Long-Term Deht 959 400 30
Payments for Ratiremeént of Long-Term Debt- . 1350) - t150)
Common Stock Repurchases " (1,607 (1.815), (1,129
Proceeds from Common Stock lssmncm 268 205 173
Dividends Paid PR @) (9). G
Other TR N
____ CASH FLOWS USED FOR FINANCING AETIVRIES. | (1;126) (1,442) (565)
INCREASEXDECREASE) IN.CASH AND CASH EQUIVALENTS: .~ . 1,132 S &2 1/ R 3¢ £
-CASH AND.CASH EQUIVALERETS, BEGINNING CERSRIO ~ CLIN . 1L500 - Tl
LT : - - -
GASH ANDCASH. EQUIVALENTS, ENDOF PERIODS. : - . $ ;w2 % LB . & 1Bd0

¥ ToE

SUPPLBNKNTAL SCHEDULE .OF NONCASH mves;nua ﬁummmcma ACTIVITIES,
Common Stock Iasued far Acqtﬂanm

Biz-Notes to Consdlidated Finandal Smmw
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Notes to Consclidated Finaricial Statements
1 DESGRIPTION OF BUSINESS

UnitedHealth Group Incorporated (also referred to as “UnitedHealth Group,” "the company,” “we,”
“wa.” and “our") is a national leader in forming anid pperating orderly, efficient markers for the
exchange of high quality health and well-being services. Through strategically aligned, market-defined
businesses. we offer health care access, benefits and related administrative, 1echnology and information
services designed (o enablé, facilitate and advance optimal health care.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Preseritation

We have prepared the consolidated financial statements acrording to accounting principles generally
accepred in'the United States of America and have included iﬁje,r_ accounts of UnitedHealth Group and
its subsidiaries, We-have eliminated all significant interccomgany balances and trapsactions.

Use of Estimates

These consolidated financial statemenis include certain amaounts thet are based on our best estimatcs
and judgments. These cst.ima;‘ca.‘*requi_re us to apply camplex.assumptions and judgments, often because
we must make estimates about the effects-of indtters that are inherently uncéruin and will chiangre in
subsequent periods, The mast significant estimates relate to medical costs, medical 'c'bsts_pa'yaﬁlc,
revenues, contingent liabilities and3sset valuations, allowances and impaitments. We adjust these
estimates each.period, as more current information becomes available. The impact of any changes in
estimates is included in the determination of camings in the period in which the estimate js adjusted.

Revenues
Premium revenues are primarily devived From risk-based health-irisurance arrangements in which the
premium is fixed, tvpically for a ane-year petiod. and we assumc the economic risk of funding our
customers' health g:‘are services and related administrative costs. We recognize premium revenues in the
period in which eligible inﬂividuéls__arq i:giutlcéi 10 receive health care services. We‘fégor& health care
premium payments we receive from our cusiomersin advance of the service period as ineamed
premiums, B

-Service révenues condist primarily of feey derived from sérvices perfonméd fof customars that self
insure the medical costs.of their emiployees-and their depéndents, Under service foe-contracts, we
recognize revenue in the pefiod.the related servicésare perfarmed based upon the fee charged to'the
customer. The custamers retain the risk t_a['_‘i_'mapéi,ng modicalbc_qeﬁu ﬁpg’ﬂieirclpl)}g!ggg and the‘i— r
employees’ dependents, and we administer the payment of customer funds1o physiciansand other
health care providers from customer-funded:bank accounty: Because we do not have the obligation for
funding the medical expenses, nor do we have:responibility for delivering tie medical care, we'do not
recognize gross revenue and nfedical easts for theke costruets in avr consolidaled fnapicial Starements,

Forboth premivih fisk-based and feobaged custdmier arrangeinents, we provide chardination and
facilitation of medicil séryvicés, tranzacdon processing, cuitomer, tandier ani Caté provider services,
and access 1o contragted networks of physicians; ospitils and otheér healdi dare professiduals.
Medlical Costs.and Medical Gasts: Payable
Medical costsand edical conts payable includerestimatesof ot obligationis for medical Eage seivices.
thathave been rendered on behalf of insured cofisimets b for-which eliffiss Have eltiornotyet bees
receivéd or processed, and for liabilites for physician. hospital and other medical-cost digputes. We'
develop eitimates formedical casts indurréd bot niot reporced sisivig an actiatial pricess thats
consisicntly applied, centrally controlled and vioniated  Fhe actuarval models coniider faitors such-as
time from dase of service 1o-claim receipt, clainy backlogs; providér contruct iate changes, medical care
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consimption and other medical cost trends, Each period, we re-examine previously established medica
costs payable estimates based an actual claim submissions and other changesin facts and circumstances.
As the hability estimates recorded in prior periods becote more exact, we increase or decrease the
amounntof the eséimates, with the chan ges in estimages included in medical costs w the periad in which
the change is identified, In every repurting period, our operating resubinciude the effects of more
complotely developed medical costs payable estimates associated withpreviously reported periods.

Cash, Cash Equivalents and Investments

Cash and cash equivalents are highly liquid investmenis with-an original matrity of three months or
less. The fair value of cash and cash equivalents approximates their cgrrying-valtié because of the shart
maturity o'fthc-inmmems. Investments witha matarity of léss than one year are classified asshoo-
term, We may sell investments ¢lassified as long-term before their maturity to fnd working capitalor
for other parpases. Because of regulatory requirements, certdin investmentiire incuded in long-term!
javestments regardiess of their maturity dute. We classify these investments asheld o matottyand
Teport-them at An)ortizéd vost. Allothér investmenis are classified as avdifable-for sale and: reported.at
fair value based onquoted market prices.

We exclude anrealized gains and losses on investments available for sale from earnings and reporgit,
netof ingome s effects, a5 a separate component of sharehplders’ equity. We continually monitor the
differencuberwont the cost and esumated fatr valne of oiir investadngs: Iany of our investments
‘x:‘qpe_ﬁenm.afdéﬂliﬁé*m value that-is deternined ro Be.Giher thaii teniporacy, based on analysis of
relevant factors, we record  relized loss in Investmentand Other Tncome in our Consotidated

 Statethent of Operations. To calenlate realized gains and losses on the sile of investments, we use the
specific cost oramortized cost of cach investment sold. -

Assets Undér Management
Weadmintter certain-aspeces of AARP's insurance program (sce Note 4}. Pursuant 1oy our agreement,
Mﬁ?.asaets:arq tnanaged separarely from our general investment portfolio and are.used 1o pay costs
ussociated with the AARP program. These-assetsare invested at our discretion, withii investment
gmdeﬁne.t spproved by AARP. At Decenher $1, 2003, the astely wore fuvestod iR marketable debt
secieitivs, Weidanit guaraice any rates of invesmiesit rewari on these inivestmeritsand, upon transfer
of the-ARRP contéiet 16 anpther éntity, wewauld transfercash equal in anvount to.the fair value of these
inVestmpeis at thé dme of transter 1o thar enti ¢ Because the purpose of thescassets is o fund the
medical cofis peyable; the rate siabilization fund liabilitiesand other related Kabilitios ugsociated with
(e AARP poitrics; assets under management are classiffed ascumentassess, consistent with the
elassification.of these Habilhies, Inevest carningyand vealized investment gaitis-and losseson these
assels accrue to -AAR’I_’-pol_}cyholders thiraugh _i:h(_: mtgamﬁhzammﬂmd A5 buch, thepare notiaduded
in,our earuings, Interest incame atid realized gains and Josses relibd uo ik urider managément are
" reeerded asanincrcase to the AARP rate swbilizatioy find End wess§101 miiflion, $102 mifllion and
~. S1EEmilljon 1ir2008].2002 and 2001, respéctively, Assers e et miThgdmientyrereporied. st et Fair-
nidrket vafue, and unredlized BRIRs wrid logser arc inctoded difeetly i DetiE sabitizadon fima -
assGciated with thie AARP prograr, As 6 December3l, 2005 ard 5002, thé AARP investnent portilio
and;vate siiflizntion find inclided nét urirealifed Fains of $36 million aritt $11 Tmillion, respectively.
“Pévperty, Euipment and Capitalized Software S N
. Property equipmaasgand eaplaalized softwire i statedt st cont, nef o seE eI ated deprociacion aid
Smoxzatioy. Capitalized salware coniisis of certain Soss chrmatin the dsvelopment of internaliuse
"~ softeiing, induding exisenal divect costs ofmatérialsand services and payrall énits of émplayees
| Bevored o hpecifisofiware development. N : -
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We calculate depreciation and amortization using the straight-line method over'the estimated useful
lives of the assets. The useful lives for property, equipment and capitalized softwar€ are; from rhree w
seven years for furniture, fixwres and equipment; from 35 10 40 years for buildings; the shorter of the
useful life or remaining lease term for leasehold improvements; and from.three to ninc years for
capitalized software. The wcaghted-avcrage useful life of praperty, equipment and capitalized software
at December 31, 2008, was approximately five years.

The net book value of property and eguipment was $§503 million and $490 million as of
December 31, 2008 and 2002, respectively. The net book value of capitalized software was $529 million
and $465 million as of December 31, 2003 and 2009, Tespeciively,

Goodwill and Other Intangible Assets

Goodwill represents the amount by which the purchase price and transaction costs 6fbusinesses we
have acquired exceed-the estimated fair vilue of the net.1angible assets and separately identifiable
intangible assets of these businesses. Goodwill and 'inungible assets with indefinite useful lives are not
amortized, but are tested at least 2nnually {or impairment. Iatangible assets with discrete uscful lives are
amortized on astraightline basis gver their estimiated nseful lives.

Long-Lived Assets

We review long-ived assets, meluding prapeny. equipment, capitalized software and intangible assets,
for events or changes in circumstances that woald indicate we mighenot recovér theircarrying value.
We consider many factors, including estimated fuiure utility and cash flows associated withi the assets, to
make this.decision. An i impairment ¢harge is recorded for theamount by which an asset's carTying value
exceeds jis estimated fair value. We record assets held for sale at the lower of their carrying amount or
fatr value, less any costs for the final seulement.

Other Policy Liabilities

Other pelicy liabilities include the rate. stabxluauon fund associated with the AARP program (seeNate'd),
customer balances related 1o expcnencc—ralcd insuzance producks and the current portion of future
policy benefits for life insurance 2nd annuily contracts, G ustomer balances represent excess customicr
payments and deposit accounts-under experience-rited contracts. At the eustomer’s aption, these
balances may be refunded or used to pay fiture remiivms orclaims under eligible contracts.

Income Taxes

Deferred income wisx-assess und liabilities dre recognized for the differences! ‘Between thefinancial and
mcnme Gax rcponmg bases of assets arid liabllities based on cnacted tax fates and laws. The' deferred
income tax provision orberiefit genérally refléctn the nat changé in deferred incorie % aisew Avd
Aiabilities during the year, exeliding anydeferred income tax assets and Hiabilities of: acquired
‘busincsses, The current income tax pmvhwn réflects the- tax: conseqw:nccs of eveiiuesand expenses
currently taxable or dedudiibte-on variousincome. tax reéturns for the year reportcd.

Future Policy Benefits for Life and Annuity Contracts -

Futuré-policy benefits for life insurance and anavity zontracts represents account baldnees thavacerue
tothe benefit-of the policgholders, excludmg' surender charg:s. for unwcrsai fife and i mvestmcm
annunty producis.

Policy Acquisition Costs

Forourhivalth insirance contracis, éosts related 10 the Acquisition aadrencwal of istomer contrac
are chargéd'1o expense as incurred. Our health isurance contracts typically have a one-yearterm and
may be-cancelled upon 30 daysnotice by cither'the cafpany or:the costomer:
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Stock-Based Compensation
“We accouat for acrivity tinder our stock-based employce compensation plans under.the recognition and
measurement principles of Accounting Principles Board Opinion No. 25, *Accounting for Stock Issued
w Employees,” Accordingly; we do nor recognize compensation expense in connection with cmplovec
stock ption granes Becanse we grant stock OpLions at exercise prices not lessthan the fir value 6F gur
common stock anthe-date of grant.

The following table shows the effecron net carnings and earnings per share had we applied the fair
walye expernse recogpition provisions of Statement of Financial Acc‘oun:ting Standards (FAS) No. 125,
“‘Armuming for Stock-Based Compensation,” to stock-based employee compensation.

Fort the Year Ended December 81,

{in mifaens, exicant pez shopse: daga) - B <2003 2002 ) 2001
NET EARNINGS ' ' X
As Reported $ 182 $ 1359 $ 913
Compensation Expiénse, net of ax effect 12y (101) {82)
ProForma : . $ L8 . ¢ 1951 $§ 83
JBASIC-NET EARNINGS PER COMMON-SHARE ’
As Reported $  Sa0 8 223 $ 146
Pro Formm R X $ 206 $ 138
BILUTED NET-EARNINGS PER COMMOR SHARE ’ ]
As Reported 5 29 $  2is $§ Ly
. Pro¥orma R $ % $ 197 $ Loy
WEIGHTED-AVERAGE FAIR VALUE PER:SHARE OF -
OPYIONS GRANTED % 11 $ 14 $ B’

Information on.our stock-based coinpensation plans and data wsed to calculate com pensation expease
in the uble abave are deacribed in riore detafl in Note 10,
Net Barnings Per Common Share
We compute basic net earnings per common'share byidividing riet edmings by the weighted-average
number of common shares oustinding duriig the period. We determinie diluted net earnings per.
commoL shmunngtlw wei‘ghtciim‘gﬁ'gj:e m._fi}ilieilbt comman shares ou‘ts’tan_dh)g du rii_llg‘[-h'l: period,
adjusted fos parentially dilative shares thae mightbe issued upon cxereise of common stock options.
Derivative Financia! Instruments B ' , ,
As part of our risk shagiagemen Ustrategy; wenteritity interest inie swap agreeménts toman age our
‘eXposure tomiepest Fite risk The differeiifiitbenvedr fixed and vasable ratés (o be paid orreceived is
acciuied sndrecogaized dver the life of theggreémotitsaran adjustment to interest expense in-the
Lansolidated Staceients of Operations: Our existlfg interestrite SWARAgrEements converta portion of
bur interdstrale exposurefroma Hxed tod varjable rade apd areaccounted foras fair value hedges.
Addidonatirformation on our cxisting inicrestrate sWap agroementris indludedin Note 8,
Regently issusd Ascpimting Stindards, L . : :
During 200%; we adopted the followinig accouniingstandinds, which did votliave a matefial impacion_
ourcansolidited financial position or results of operatians: 1J:FAS Bo: [48, “Accounting for Asset
Retiremcnt Obligitions,” which addresses financial accannting and spporting for abligationsassorinted,
with the redtentenit of tangible long-fived assctvand the assotied retirement casts; 9) FAS No: 146,
“Accounting for Coyts Associared: withExit or Dispsal Acsivities, " which gequires compuniss to
. recognizea Hiability for costs associated with exitor; ¥postactivities When-they ate inciirrdd, rathér
thanat the date of a compiitment 1 dn, cxjt ok dispois] plas 8) Interpretation No. 45, “Guarantér'y-
Accounting and Disclogire Reqiliements for Guarintées, Foeliding inditocs OuaFaniteds of
Indebredness of Oeheis” whilch reqlifrédthat QPR Issisice of ceérthin guarantecs, = guarantor ms
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recognize a liability far the fair value of the obligation assumed under the guarantec; 4) Interpretation
No: 46, “Consolidation of Variable Interest Entities — an Interpretation of ARB Na. 51." which requires
an enterprise o consolidate a variable interest entity if that enterpiise has a variable interest that wil)
absorb a majority of the entity’s éxpected losses, reccive a majority of the entity's expected residual
returns, or bath: 3) FAS No. 149, “"Amendment of Statement 133 on Derivative Instrumerits and
Hedging Activities,” which amends and clarifies accounting for derivative instruments and hedging
activitics under FAS No. 133, "Accounting for Derivative Instruments and Hedging Activities™and 6)
FAS No. 150, "Accounting for Certain Financial Instruments with Characieristics of Both. Lmbziim:s and
Equity,” which establishes standards for classifving and measuring as liabilities certain freestanding
financial instrumentsthat represént obligations of the issuer and have characteristics of both Nibilities
and equity.

‘Reclassifications

‘Certain 2001 and 2002 amounis in the consolidated financial statements have been reclassified o
conform 1o the 2008 presentation. These reclassifications have no effect on et earnings or
shareholders’ equityas previously. reported.

3 ACQUISITIONS

On February 16, 2004, our Health Care Services business segment ar.:quu'ed Mid Atlantic Medical
Services, Inc. (MAMSI). MAMST offers a broad range of health care coverage:and related adiminisiative
services for individuals and employers in the mid-Atantic region of the United Staies. This merger
significantly strengthens UnitedHealthcare's market position in the mid-Adantic region and provides
substantial distribution opportunities far dther UnitédHealth Group businesses. Under the terms of the
purchase agreement, MAMSI shareholders received 0.82 shares of UnitedHealth. Group tommon stock
‘and 318 in cash for each shate of MAMSI commaon stock, they owned. Toial copsideration-issued was
approximately $2.7 billion, comprised of 36.4 million sharés of UnitedHezsith: ‘Group common stock
(valued at-$1.9 billion based on the average of UnitedHealth Group's share closmg price for two days
befare, the day of and two days after the acquisition announcement date of October 27, 2008) and
$800 million’in cash, The purchase price-and casts assucralr.d with 1he-acquisition’ cmcecdcd the
prchmmary cstimated fair value of.the net tangible assewsacquired by approximately $2.1 b]llmn

e have prelimtinarily allocated the exééss puichiase price over the fiiir value of the net tingiblé assets
m.qun-ed w finite-lived intangible assets of $360 milllion and associased deferred tx iabilitics of
"$126-million, 2nd. goodwill of approximately $1,9 billion. The finitcdived inangible asses congist
pnmanly of mizmiber lists and health cire physicianand hospiial networks, with-an estimated weighied-
average useful life of 19 years. The acquired-goadwill is not deductible for iricome tax. purposes Qur
pr:lnmnary estimate of the fair value:of the rangible asses/ habﬂmes) asof the  acquisition dateswhich
‘wsub_]eu o further rci'memem. isas fullom

(i milloin - uunditcd) R . .
"Cash, Cash Equivalents and Tnvestments -$ - 7%
Aceaunts Receivable-and Other Current Akscts 252
Praperty. Equiprneny, Capitalized Software and Other Assets g1
Meglical Costs Payable (292)
‘Other Gurrent Lisbilities . .- {132)
Ne: Tangible Assels Acquired . . .. T I S .1
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The results of operasions and financial conditior of MAMSI have notbeen included in our
Consolidated Statements of Operations or Consolidated Balance Sheets since the acquisition closed
#fter December 31,-2008. The unandited pio forma financial information presented below assumes that
the acquisition of MAMSI had occwred as-of the beginning of each respective period. The pro forma
adjustments Include the pro forma effect of UnitedHealth Group shares issued in the acquisition, the
amortization. of finite-tived intungible asséis arising from the preliminary purchiase price allocatian,
interest expense related ro firiancing the cash portion of the purchiase price and the associated income
tax effécts of the pro-forma adjustments, Bécause the unauclhedpro forma financial information has
beer prepared based on preliminary estimates of fair values, the'actual amounts recorded as of the
complotion-of the puechase price allocation may differ marerially from the information presented
below. The unaudited:pra fgrma restilts have been pripared for comparative purposes only.and do npt
purport 1o be indicative of the results of operation theiwould Kavidocciiried bad the MAMST.
acquisidon bren constinmared st thie heginning of the fespective periods:

2008 2002

i imilliens; excipt pee share dii) . (Pro Forrm Unatedittsf} (Pra Forma Unaudides)’
Revenues ’ $ 315N § 27848
Net Exrningy $ 197 $ 1497
Bzrnings Per Share:

Basie $ 3515 3 am
_ Dilued _ § s - $§ 22

-On Novepiber 13; 2003, our Health Care Services business segment acquired Golden Rule Financial
Corporation and subsidiaries {Galden Ruie). Golden Rute-offers a Urogd minge-of health and life
insurance and asnuity products to the indi\fiﬂﬁgl consusnermarket, and this scquisition provides
UnitedHealth Groupwith adedicared business i sérve this market, We paid 3495 million in cash in
exchange for all of die outstanding stock 6f Golden Rule. The purchase price and costs associated with
the acquisition exceeded the preliminary estimated fair value of the.nst tangible assets acquired by
approximately §111 million, We have preliminarily allocated the excess purchase price.over the faip
\alue of the net tngible assets acquived tp finite-lived Intanigible assews of 353 million 2nd associated
deferred tax lisbilities of $17 million, and goodwill of $75 million. Thicstinitedived intungible, assers -
consiat primatlly of customer contracts and the. Présencyaloe of Rt operating prafits from life
insurance contracts, with an estimated weighted aeerage dseful ild of 14 yean, The dcquited goodwill s
nordeductilile for income tak purposes; The tegulis &F Gperativng for Galden Riits since the acquisition .
e have beon included in ouy cnsplidsted Binciatstatcimit. Thié prro foFina sffects of the Golden -
Ruale.acgaisition on our consdlidated Ananclil Sateisrts were a0t matsrial, Giur preliminary cstimare
of the falr vahue of the tangible assers/liabilitics) s of the acquisition date isas follows:

WG wTlong) . - ;

Caih art Cish Friiivaleniss oL : 5 %
A@hhﬁm&mu&.anﬂDthpr\ﬂllrg‘gn__l_l\lxwts_- e . ’ ) 98
LongTerm lovegumenss = R T 2.208-
Prapertys Fauip; cn_lmd"ﬂripimﬂmd&oﬁ;gg{c‘ . : ‘ s 29.
Ma&mlycos;xgl: bic o . - o ity
OerGurrentliabilies . S e (30a)
Fawzre Pollcy Benefits for: Life and Annvity Conttmers S (LB -
. NevTahgible Asses Acquiced . L T SR S "
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Effective September 30, 2002, we acquired AmeriChoice Corporation {AmeriChsice), a leading
organization engaged in facilitating health care benefits and services for Medicaid beneficiaries in

the states of New York, New Jersev and Pennsylvanid. We integrated our existing Medicaid business
with AmeriChoice within the Health Care Services reporting segment, creazing efficiencies from the
consolidation of physician and health care provider networks, technology platforms and operations.

We issued 5.3 million shares of our commion stock with a fair value of approximatcly $480 million in
exchange for 93.5% of the outstanding AmeriChoice common stack. We also issued vested stock optionx
with a fair value of approximatcly $15 million in exchange for outstanding stock options held by
Ameri€hoice employees and paid cash of approximately $82 million, mainly to pay off existing
AmeriChoice debt. The purchase price-and costs associated with the acquisition of approximately

$577 million exceeded the estimated fair value of the- -nextangible assets acquired by:approximarcly
$541 inillion: The-excess purchase price was assigned to goodwill in the amount of $485 million, and
finite-lived intangible assets. primafily customer contracts, in the amount of $56 million. The weighted-
average useful life of (he finite-lived intangible asscis was: :ppmx:mately 11 years. The acquired goodwill
ismot deductible for income tax purposes. We will acqmre the remammg minarity interést in October
2007 at  value based on a multiple of the carnings of the com hined Medicaid business. We have the
‘option-to acquire the minority interest at an carlier date lfspeclﬁc cvents accur, such as the wrmination
-or resignation of key AmeriChoice eniployees, The results of gperations-for” AmeriChoice since the
acqmsmon date have been included in’ our Cansolidatéd Susinients of Operations. The pra forma
effects of the- AmeriChoice acquisition on ur consolidated financial statements were not material,

'Thc csuman:d fair value of the v.angtble assets/(liabilities) zs of the acquisition date was as follows:

{io millicus)

‘Cash and Cash Equivalents : 8 32
Accounts Receivable and Other Current Assets 38
‘Long-Term Tnvestments 151
Property, Equipment and Capitalized Softwaré 21
Mcdxr:al ‘Costy Payable (142)
.Other Current Liabilities _ (64)

Nerv Tangible Assets Acquired, ’ - $ . 36
“For the years ended December 31, 2005,°2002 and: 2901Aaggregam onsideration paid or issued for

staller acqmsmons -accounted for under the purchase method was $§27 million, $267 millicd and
'-3134 roillian, respecuvely Thesc acquisitions wercnor ma\:enal 1o our ccmsol:dalcd Hfnancial statements.
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4 AARP

In January 1898, we initiated a 10vear contrace to provide health insurance products and services to
members of AARP. Under the terms of the contract, we are compensated for Lrausaction processing and
other services as well ag forassurhing underwriting risk. We are also engaged in product development
acdvities to complement the insurance offérings under this program, Premium tevenues Fom sur
portian of the AARP insurance offerings were approximately $4.1 billion in 2003, $3.7 billion in 2002
and $4.6 biltion in2001.

The underwriting gains or losses rélated to the AARP business are directly rggorc_icsd a8 an'increase
or detreasa to a rate stabilization fund (RSF). The primary components of t}ic_:”\_:nacrw:iting results are
premium revenug, medical costs, investment income, adprinistratiye expenses, member service
expenses, marketing expenses and prémium t1axes. Underwriting gains and-losses ate recorded as an
increase or decrease to the RSF and accruc to AARP policyholiders, unless cumulative net losses were
to exceed the balance in the RSE: To the extent underwriting losses exceed thie balance in the KSF, we
wotitd have to Fupl the: deficit. Any deficit we fund could be recoveréd by undeswriting gains in fature
peitods of thie contact. To.date. we have ot been required 1o fund apy underwriting deficits, The
RSF-halanee is veporfed in Other Policy:Liabilities in the accam panyifg Consplidated Balance Sheets.
We hielieve the REF balanceds sufficient 1o cover potential fature underwriting or other risks associated
with the contract. :

The lollowing AARP program-related assets and liahilities are included in.our Consolidated Balance.
Sheets;

i S . Bobice s of Becember $1,

Gn mllﬁm_&)_ ) o 2003 ) ) 2002
Accounts, Rﬂk_fgiva,b]c $ 352 $ 294
Assets Undler Management & 1,959 $ 2045
Medital Gosts Payalie 3 8 $ 8us
Ozher Policy Liahilitics - $ 1,275 $ 1209
Other CurrentLiabititles - $ 152 $ 47

The effects of changes in balance sheet amotints absgtiated with the AARP program accrue to AARP
policybalders throaigh the BSF balance, Atcordingly, we do npt inelude the effectof such change&?n
oa Consolidaréed Staterients of Cash Flows, :
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§ CASH, CASH EQUIVALENTS AND INVESTMENTS

As of December 31, the amartized cost, gross unrealized gains and losses, and fair value of cash, cash
equivalents and investmenis were as follows (in millions):

o Amortizad Gross Unvesized Gross Unvealized Far
2003 Cost Gains Losses- Vaiye
Cash and Cash Equivalents 52,262 $ - § - § 2,262
Debt Securities — Available for Sale 6,737 229 (6) 6,960
Equity Securities — Avaitable for Sale 173 9 (h 181
Debt Securities — Held 4o Mansity 74 - - 74
___ Toul Cash and lnvestments $.9,246 -8 238 s $ 9477
2002
Cash and Cash Equivalents $1.130 § - & - § 1,150
Debr Securities — Available for Sale 4742 238 (8) 4,972
Equity Securities — Available for Sale 150- 5 (5)- 150
Debi Securities — Held o Mawricy » 77 - - -
Total Cash and Investments $ 6.0 $ 243 $ (13) % 6,320

As of December 51, 2008 and 2002, respectively, debt securities consisted of $1,221 million.and
§1,439 million in’U.S. Government and Agency obligations, $§2,617 million and $2,475 million in
state and municipal obligations, and $3,196 million and $1,135 millionin corporat¢ pbligations.
At December 31, 2008, we-held 3563 miflion in debi sccuritiés with matorities of less than one year,
$2.102 million in debt securities maturing in one to five years, $2,554 miillion in debt securities
mawring in five to 10 years and $1,815 million in debt seéurities with matuities of more than 10 vears.
During 2001, we condributed UnitedHealth Capital investments valned atapproximatcly $22 million

to the United Health Foundation. 2 non-onsolidated. nocfor-profitorganization. The realized gain of
approximately $18 million was offset by related cpmribuciﬁn cxpense of §22 millian. The net expense of
$4-million is included in Investment and Other [ncome T the dccompanying- Consolidated Statements
of Operations.

' We recorded realized gainsand losses on sales of investménts, exeluding the UnitedHealth Capital
dispusitions described above, s follows:

. For the Year Ended December 5. _
tis milons) - . e - 2003 . 2002 2001
Gross Realized Gains $ 45 3 87 3 %
Giss Realized Loges o B 2% (75 {19)
Net Realized Gains (Losses)y § R & {8 - ¢ n
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6 GOODWILL AND OTHER INTANGIBLE ASSETS

We adopted FAS No. 142, *Goodwill and OtherInmngible Assets,” @n January 1, 2002. Under FAS No. 142,
goodwill and intangible assets with indefinite useful lives are notamortized. The following table shows net
earninigs and earnjngs per common share adjusted 16 reflect the adoption-of the non-amaortization
provision.of FAS No. 142 as of the beginning of the Tespective periods:

) For the Yeur Ended December 51, !
tin tradhons, cxcept pex vhare daa) 2003 2002 zZont

NET EARNINGS

Reparied NetEarnings 5 1,825 $ 1352 $ o8
Goadwill Amartizaion, net-of tax effects . - - : B9
Adjusted Net Eargings _ $ 1ses $ 1352 $ 1002
BASIC NET EARNINGS PER.COMMON:SMARE o _
Reponied Basic Net Earnings per Share 5 320 § 293 $ 146
'JGoodigiﬂ_ertiz_aﬁm.— netof tax effects - . - 04
. Adjusted Basic Net Farnings per. Share $ 410 $ 24 $ 1B0
DILUTED NET EARNINGS PER COMMON SHARE ) )
Reporied Diluted Ner Earnings per Share $ 296 $ s $ 140
_ Goodwill Amartization, net of gx _effects - . - . 013
Adusted Diluted Net Earnings per Share . % 286 $ 213 & 158

‘Changes i e carrying amount of goodwil, hy:oma‘t:{ng segment, during the year ended-December 31,
2008, -were 3s follovs:

Meaith Care Speclaiized- Consoiniatsg
_fin millions) “Bérvicas Unsprise Care Services Ingesiy Total
Balance a Junuary 1, 2002 $ 1,166 $ 698 § 322 § 587 § 2,78
Acquisitions and Subsequent Paymenis ‘597 - - - 41 75 643
Dispositions _ _. = - - 3) &)
Balance at December 81, 2002 1,69% 698 358 609" 5563
Acquisizions and finbsequeni Payments, ey - 46 23 (146
‘Balance'st Docember 31, 2003 § 1790 § 698 5 409 $ 632 ¥ 4,509

The weighted-dverage useful life,. gross cacrying valiie, accumulated amorstzation and netcarrying value of

other numgibieassets ag of Decembér 81, 2003 and 2002 wereas follaws:

Pragntety. . beidmbm3t. TS . Coitember 31, 2002

Gnwiberg . i e i e ies IR it i
Customer Comtracts and: T R
 Memberthip Lists leyeas $.93 W s$E $e S § e
“Patents, Trademirks ) o : : .
and Technology Syean I3 (26 47 5 ey 5
Other lyan - 5% (i 46 2. S - %
ot 0veans " $|E S 'S80 BB $es1)  § Qg9

Amoriization expense relating to intangibl gesedsa $18 million in 2003 &nd $9 million in 2002,
-_E‘ﬁ'f‘}ﬂ!ﬁdfk@d@?ﬁ%ﬁiﬁéﬂ'ﬁﬁpﬁnﬁﬁﬂ_ﬂnglﬂﬁ?tﬁkﬂ@ﬁﬁ&ﬁ:ﬁfﬁﬁfe,rfdii_)gﬁcgwbéﬁsl—

are as-follows; <
Gnmiliong) 2004 B T . 2008
' \ 3 2 $ 20. A T A T A8 T -8 _]7"
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7 MEDICAL COSTS PAYABLE

The foltowing table shows the components of the change in medical costs payable for the years ended

December 31:
(in millina) 2003 2002 2001
MEDICAL COSTS PAYABLE, BEGINNING OF PERIOD § 474 $ 3460 $ 3266
ACQU)SITIONS 165. 180 17
REPORTED MEDICAL COSTS
‘Current Year 20,864 18,262 17,674
_ Prior Years (150) (70) (3m
Total Reported Medical Costs 20,714 18,192 17.644
CLAIM PAYMENTS
Paymients for Curreitt Year (17,411) {15,147) (14.536),
-Paynieats for Prior Years (3,057 . 2944) . {2.951)
_ Total Claim Payments - (20,468) © (8091) (17.467)
MEDICAL COSTS PAYABLE, END OF PERIOD $ 4152 § 3741 $ 3.460

8 COMMERCIAL PAPER AND DEBT

Commercial paper and debr consisted of the followingas of Decefber S1:

_ 2003 . , 202
Carrpng Far Camping Faie

‘(m miltings) Value Valye Yalue Vaius
Commercial Paper s § 0P $ 46l $ 461
Floating-Rate Notes

due November 2003 - - 100 100
5.6% Senior Unsecured Notes ) .

due December 2003 - - 250 250
Floating-Rate Notes )

due November 2004 150 150. 150 150
7.5% Senior Unsecured Notes

_due Novembier-2005 400 438 100 450
5.2% Senior Uisceured Notes

due January 2007 400 427 400 493
'3.3% Senior Unsccured Notes L

due Januzry-2008. 500 199 = -
4.9% Scoivf Ungécured Nojes o
- ducAvril 2013 450 . 454 . . -
Toral Commercial Paper.and Debt 1,979 2,047 T.76Y 1,844
Less Ciirrént Maturities : (229) {429) {811) {821
LoogTerni DEB, féss current saturities 51,750 51818 E w0 % 02y

-As.of December 31,2003, obr owstanding tommercial paper hadéime'rhsuitéimﬁ?éibﬁmazé_ly 1.2%.
The intersst rates-on:our Novernber 2004 floating-rute.noles arc reset quarterly o the three-month LIBOR
{London Interbank Offered Rate) plus 0.6% - Asof December 31,2008, the applicable zic.on

‘thenotes was 1.8%.
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In December 2003, we issued $500 million of 3.3% fixed-rate notes due January 2008, and in March
2003, we issued §450 million of 4.9% fixed-rate notes due April 2013, We used the procceds from these
bortowings ta repay commercial paper and term debt maturing in 2008, and for general corporate
purpuses including working capital, business acquisitions and share repurchases.

We have interest ratedwap agredéments ihnqualiiyas Fxir value heidlges 1o convert a partion of qur
interest rate exposure:from a fixed to avariable rave. The interest raty swap agreements haveaggregate
notional amounie of $325 million with vadiable rates.that are benchmarked 1o the six-monib LIBOR rate
and are reset on a semiannual Basis in‘arrears. At December 31, 2008, the rate used o-acciue interest
expense on these agreemants ranged from 1.2% 10 1.6%. The differential between the fixed and variable
rates tobe paid or received is aEc_:rut@ and recognized over the life of the agreemens as an adjustment to
interest expanse in the Consolidated Statements of Operations,

We-have crﬁditwfan,gymnhw for $800 millicn (hat su pport our commerdial papet program. These
credit artangements include 4 $459 visllion revolving facillty that expires inJuly 2005, and 2450 iillior.
864-day facility that-expiies in July 2064: Ax of December 31, 2003, we had no amounts-outstanding andér
our credit facilities:

Qur.debt arrangements and credis facilities cornitain varions covenants, the most-estrictive of which
require-usto maintain 4 débetortotal-capital ratio below 45% and tg excerd specificd minimuns interest
ovetage levels. We s in-compliance with the requirements of all‘deb cavesiznts.

Milturitiex of commercial paper and debt for the vears ending December 31 ardasfollows:
in mitieasss. 2004 2005 2006 2007 2008, Thereafter.

L $ 290 5 400 $ - % 400 & 500 $ 350

We made cash paynients for'interest of 394 million. $85 million and $91 wmillion in 2003, 2002 and
2001, respeciively.
On Fehruary 10, 2004, we issued $250 million of 8:8% fixederate notes dueFebruary 2009 and

$250 milifon of 4.5% fixed-tate notes due February 2014 w finance a majority of the cash portion of the
‘MAMSI purchiase price ag deseribiedin Note 8. When we: issued these-notes, we entered into interest rate
Swap agreements that qualify as fair valye hedgesta convert ourinterest rates from a fixed tou 1*3ri‘aﬂe
rate. The intereft rate svap agrecments have aggregate notional amounts of $500-inillion With wiriable
vates that are benchrtarked to thé-éix-mpmth LIBOR rate and are resetion asemiannual Basis in‘asreats,
-As ofthe date of fhe Trotedssuance; the rate on these agreemenis ranged from-14% 1o 1.6%.
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9 SHAREHOLDERS' EQUITY

Regulatory Capital and Dividend Restrictions

We conduct a significant partion of our operations through companies that are subject ta standards
established bv the National Association of Insurance Commissioners (NAIC). These standards, among
other things, require these subsidiaries to maintain specified Tevels of smuutory capitl, as defined by
cach state, and restrict the timing and amount of dividends and other distributions that may be paid to
their parent companics. Generally, the amount of dividend distributions that may be paid by a regulated
subsidiary, without prier approval by state regulatory authorities, is limited. based on the entity's level
of statutory net income and statutocy capital and surplus. At December $1, 2008, approximately

$385 million of our $9.5 billion.of cash and investments washeld by non-regulated subsidiaries,

Of thisamount, approximately $45 million was segregated for future regulatory Gapital needs and the
remaiader was avuitabile for.géneral; carporate uie, inclyding acewisitions and share repurchases.

“The agencics that asseas our creditworthiness also congider capital adequacy levels when
establishing our debt ratings. Consistent with our intent 1o maintain-our senior débtratings in the A"
range, we maintain an aggn&gate stanstory capital and surplus level for our regulated su‘bsjldiar_ign that is
significanuly higher than the minimum level :tgulétqn‘rcquirc. As of December 31,2008, ourregulated
subsidiaries had-aggregate staw tory capital-and surplus-of approximately.$3.1 billion, which is
significantly more than the aggregate mintmum regulatory réquirements.

Stock Repurchase Program

Under our boaird of directors’ anthariztion, we maintain a tommon stock repirrchase program.
Repurchases may be madé from time to time at prevailing prices, subject to certain restricticns on volume,
pricing and timing. During 2003, we repurctiased 38 million sharesat an average price of approximately
$47 per share and anaggregate cost of approximately $1.6 billion, As of December 81, 2008, we had boari
of directors’ authorization 1o purchase up to an additional 45 z_ni'lliu_n shares of qur common stock,

Common Stock Split

In-May 2008, our board of directors declared a two-for-ane split of the company’s common stock

in the form of 2-100% common stock dividend, The stock dividend was issued on June 18, 2003, 10
sharehalders of record a5 of June 2.'2QOS. The accompanying consolidated financial staléments have
been restated o reflect the share and per-share effecis of the commaofi stock split.

‘Preferred Stock

At Decembet $1, 2008, we had 10 million shares.of $0.001 par value preferred stock-anthorized for
issuance. and no preferred shares issiied and outstanding.
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10 STOCK-BASED COMPENSATION PLANS

As of December 31, 2003, we had approximately 42 million shares available for future grants of syock-basee
avards inder our stock-based compensation plan including, but not limited 1o, incentive or non-qualified
stack options. stock appreciation rights and restricted stock,

Stnck options are granted atan exercise price not lest than the fairvalue of our common sigck on the
Hate of grant. They generally vestratably over four years and may be exercised up:to 10 years from the date
of grant. Activity under our stock option plan is summarized in the'mblc‘lielov\_r (shares in thousands):

2003 2002 _ 200t

Shares  Exeruise frice Saes  Exercis Pcd Shicts . Easicise Fie
Quiitanding at Beginming of Year 86402° § 2 65714 § 15 7621 § I
Gianied: 18426 3 44 /08 § = 16277 0§ o
Assumed in Acquisitions - 5 - LT 8 $ 10
Exercised 153400 § 15 (1822 % 14 (154%). § W
‘Forfeimd 182) § 30 (299 § 20 2180 § 18
Ositstariding'at End of Year T B7306 8. 27 %A2 & B 76674 % 15
Exereisable st End of Year 268 3 16 4390 § 12 310§ i
Auof Drownher 81, 2003 Dpbons Dutanding. . _ Crilois Exemisale
N o Nurabes- . Retnanmg Weighted Average Number  Weighiad-Average:
R of v Priges Oustonding  OpfionTerm fysmd  ErerchiePice | Ereossbie Eaamée Frco.
$0-810 18,355 5d § i 18298 $ 1o
$11 -4%0 17.063 49 $ 1 14442 g 13
$21-§35 28670 75 3 2 7.318 § X
'$36- 435 _ 28,178 &l $ 2705 $ 4@
§0-355. ‘ _ 87,506, 7. $ 42,693 $ 16

To deterinie compensation expense under the fair value: method, the fair valueof each option grant

is esdmated on thedate of grant osing an eption-pricing model. During 2001 a6d 2002 inc usilized 2
Black-Scholes model for purposes of estimatifig the fiirvalue of pur-¢mployee Stock vption grans,
Diufing2003, we began using a:Binomiial mode! that considers sertaifi factors that the Black Schales
-inadel doesnot, such as Wstoncal cxercive panérns andthe.iltiquid ndtwe of tmployee bpli'.bns..'-Fo_r
these resons, we'ticlicve (hat the bingmial modelprovides a thore repréientative employee stock optior
fairyalue. The principal assumptions we used fapplying thie option pricingimiodels wire a§ fallows:

2002 T 002 #oot

Risk-Prye Tterest Rate : - 26% 21 B5%
- - Expectail Volatlity ' 20.9% C H02% A59%
- ‘Hgpecteti Dividend Yield 0:1% . 0a% 1%
" Esiboved Ui i Years 41 N Y- 48

. -, lilowiiionrigirding the effect on.netearhings and-net.earnings per c-mijnﬁin_rg share hadwp apglié& r.hc .
Hifviliae eipense recognition provisions of ¥AS No: 128 i includes) i Noie 2, %alsomaimaiuzé@l(k)

plantand an smaployee siock purchase:plan. Activity velated to these glanswas notsignificant in relationin

‘aurdpnsobidated financial results in 3003; 2002 ard 2001.
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11 INCOME TAKES

The components of the provision (benefit) for income 1axes are as follows:

Year Fnded Deceinber 2, (in millions 2003 2002 2001
Current Provision
Federal $ 982 $ 675 $ 5
State and Local 46 57 45
Total Current Provision - 978 782 589
Deferred Provision (Benefity k.74 12 [$11))
Toral Provision for Income Taxes $ 1,015 $ Tad $ 559
The reconciliation of the tax provision at the U.S, Féderal Statutory Rate to the provision forincome taxes
is as follows:
Year Ended Decenaher 31, (in millicas) 003 2002 2001
Tax Provision.art the U.S, Federal Stanstory, Rate $ 994 $ ™ $ 515
State Income Taxes, net of federal henefit 29 ‘83 29
Tax-Exempt Invesument fricome (30) (26), (21
Non-deductible Amortization - - 29
Other, niet 2 8 7
Pmmmn for lncome Taxes $ 1,015 $ 744.. § 588

The components of deferved income tax assets and liabilives are as follows:

Asof Decemiber' §1, lin milliomy 2003 2002
Deferred Income Tax Assels
Accrued Expenses and-Allowances $ 161 $ 215
Unearned Preimiums 28 47
Medical Casts Payable and Other Policy Liabilites ‘83 60
Long-Term Liabilities 49 27
Net Operating Loss Camfamards 86 61
_ Other 42 30
Subtota] ' ’ 449 450
Less: Valuation Aﬂow:mces {43) {39)
Tota! Deferred Income Tax Assets 406 41
Deferved Income Tax Lisbilites .
Capitalized Software Dcvelopmcm (186) {176}
Net Unrealized Gaing on Investments (82)- {82)
_ Depreciation and Amorrization ) .o(lesy . (B
Total Deferred Ancome Tax Liabilities ~ (3_7@)_ - 15)
— - Na Defcn-ed Iicome Tax. Assets s B ' $ 99

Valuation aliGwances are. pmwdcd when'itiis considered more Hiely thian Dot that defervied tax assets will
notbe realized. The valuatien allowances primarity-relare to future.tax henefits oo certdin federadl and stite
net operating loss mrryfumrds Federal net oporating losscanyiurwardrexpxre ’oegmrung 2012
through 2028, and statg nec operating loss carrylarwards-expire: beginning i 2005 through 2023
We'made cash paymemsfor inicome taxes of $783 million in 2003, 5458 million ml(ll)? and
§384 million in 2001. We increased addiriorial patdia] capital 3 and reciced § income: axes péyable by-
$299 mﬂlicm in 2008, and by $133 million in hoth- 2002 and 460] 1o reneﬂ the.tag Beireflt we feceived:
upén the exercise of nonqud1ﬁcd Stock options,
Consolidared income mix ritrns for fiscal yeurs 2000 thivugh 2002 drc: “tutreritly being exdmined by
the Internal Revenue Service. We.do nocbiclieve any adjustmcnu that tdy result frbm the eRamninatisn will
‘hdve a significant impact on our consolidated fiuanéial position.or resufts of operations,
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12 COMMITMENTS AND CONTINGENCIES

Leases
We lcase facilitics, computer hardware and other equipment under long-term operating leases-that are
noncancelable and expire on various dates through 2025, Rent expense underall operating leases was
S133.million in 2003, $132 million jn 2002 and $185 million in 2001.

At Decomber 31,-2003, future ntinimum annual lease payments, met of subleéast income, under all
noacancelable operating leases were as follows:

finy enlilfors) 004 2005 2006 2007 2008 Thereattar
$ los § 98 $ 87 $ 80 $ 64 $191
Service Agreements

"We hiave noncancelable contraéis for certain dat center operations and support, sctwork-and voite
communication services, and otherservices; which expire on various dates tﬁmugh’?ﬂﬂﬁ Expesises

_lncuned v connection with these agreements were $256 million in 2008, $264 miltion in 2002 and
52’:4 miflion mi’e() 1. At December-81, 2003, furare minimum obligations under our nom:ancclabl«.
corntracts wére as follows:
tin anitlionsy 004 2005 2b06 £07. 2008

' § 8 $ 56 $ 43 310 g4

Legal Mafters
Bccausc. of the nawre of vur busincsses, we are routinely pary (o a variety of legal actions related to
the design. maaagement and offerings of our services. We record liabifities for our csmnaws of probable
costs resulting from these mauess. These mauers include, bntare not limited to: claims relauug
to hgaltli care benefits coverage. medical inalpraciicé actions, contract’ thspntcs and claims related to
disclnwre of cévtain business practices. Following e events of September 11,2001, the cost of business:
insurarive coverage increased. mgmﬁcan tly. As 3 result, we have increased thc»ammm: of risk thatwe
selfiinsure; pardcul-\ﬂy with respect to matters incidental ta our busmess
Begmn{ng In 1999, a'series 6f class action lawmm weTe flled aguinsi us and virtually 21f major enttes in
the health benefits business. Gencrallv. the health me;pwmdcr plaintiffs allegc ~ielatioos of the !:.mplayee.
Rememem: Incame Seeurity Act of 1974; as amcnded (E.RIS&). and the-Racketeer Influenced Corrupt
Orgauizatmn Act (RICO}. aswell ay- srver.u statclaw c¢lafns. Thesuhsgn;kstuncdve. wn@enwwry and
#quitable reliclas well asrestituiion, cosgs; dees-and interest payments. We are'engaged in- dtscmaery in th:s
mydtter. A tidal date has bien set for Sépreinber 13,2004
In-March 2000, the American Medical Assticiation fled a Jawsuit a,gamthc conipany in connﬂmu
© with the taleulation of easohsble and custontny reimbursamény S for nownetwack providers, The
suit seeksdeclaraiory, mpmmw: und compenistory relidf as wellis conss, feessnds Anitereit payrhenis,

Anamended comphaint was Gled on Abgrist 25,2000, which allegéd twie clasees of pldintiffi) an ERISA élass
“and-anod-ERISA class. After the court disrinistd ceniaifs ERISA Salmsand the clafmi troughrby o thie

American Medical Assoeiation, & hird: amendedmmplamt wasfiled, On Qkeatici: 85, 2002, the couit-
- . geanted in partand denled in pan our métion to dismiss te third aniefided: mmphum. W ard cngagcd ‘

_ indismerym thila imiatter.

x\ldwugl; the results of pending litigailon ama{ways uncertain, wé do ot beh:v& the restills of any
such ‘actions eutyendy th realcned or pendiug. mr.lwdmg thase described abm&,mﬂ,mdividullym in
aggtgzgale ‘havea material adverse- effect an ourconsolidated fmanma'! posmunorre-suixs otqu:rauons.
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Government Regulation

Our business is regulated at federal, sz, local and international levels. The laws.and rules governing
our business are subject 1o frequent change, and agencies have broad tatitude m.adm‘inis_(cr those
regulations. State legislatures and Congress eontinue to focus on héalth care issues as the subjecr of
proposed legislation. Existing or future laws and rules could force us to change how we do business,
restrict revenué and enrollment growth, incréase our health care and administrative costsand capital
requirements, and increase our liability related to coverage in terpretations or other actions. Further, we
must obtain and mainin regulatory approvals to market many of our products.

We are also subject to varions ongoing governmental investigations, audits and reviews, and we
tecord liabilities for our estimare of prabable costs resulting from these matrers. Although the resules of
pending matters are always uncertain, we do rot believe the results of any of the current investigations,
audits or reviews, individually or in the aggregate, will havea material adverse effect on our
consolidated financial position or results of vperations.

13 SEGMENT FINANCIAL INFORMATION

Factors used in d:termining—mnr reportable business segtnents include the nature of operating activities,
existence of separate seniprmanagement teams, and the-type of information presenied to the
company’s chicf operdting decision-maker to evaluate our results of operations.

Our accounting policies for business scgment operations dre the same. as those described:in the
Summary of Significant Accounting Policies (see Note 2). Transacrions berwean business segments
principally consist of customer service and fransaction processing services that Unipruc provides (o
Health Care Services, certain product offerings sold o Uniprise and Healthi Care Services customers by
Specialized Care Services. and sales of medica) benefits cost, quality and utilization data and prediciive
muteling to Health Care Services and Uniprise by Ingenix. These iransactions are reciorded at
management’s-best estimate of fair value, as if the services were purchased from.or sold to tliird parties.
All intersegment transactions are-eliminated in consolidation. Assets and liabilities that are jointly used
are asigned to each segment using estimates of pro-rata usage. Cash.and Investments are assigned-such
thateach segment has minimum specilied levets of regulatory capical or working capital for non-
regulated businessey, The 'Cnrpbm:c and Eliminadons™ column inélides costs agsacisted-with
tompanywide process impravement initiatives, net eXpensés from charitable-contiibutions to the
United Health Foundation an‘d‘c‘li»mir(axion‘rqf-imersggﬁcm transactions. Substantially all of-our
operations-are-conducted in the United States.

" Inaccordance with accounting principles generilly.accepred in the UnnedSmﬁ -qumenpa.
segments with fimilar economic ch_‘aracwriszicsimay.bg n&mﬁipcq. 'I‘))c}in@ﬂpihixfﬁﬂ_t; of.
UnitedHealthcare, Ovations and' AmeriChoice frave been combined in the Health Care Services.
segment colimm in the tables presented.on the next page becaiise thesé businesics have similar
eééuopﬁc@h,awdsﬁ:sjandhm éimi!a;‘prqdug:ﬁ' ahd serviees, types.of égstimers, distibution
methods atid-opetational processes, and Operae in a similar regulatory endifonment typically within
the savie legal antity, '
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The following table presents scgment financial information as of and for the years ended December 31, 2008,
2009 and 2001 (m millions):

Health Care Spaciaized Corpovate

2003 Services Lruprisa Care Services. Ingenty- 8 Ebmingtions.  Consaligated
‘Revenurs — External Customers $24,392 '§ 2405 § 1877 § 401 £ - $ 28,566
Revennes IMemegmmt - -583% 787 173 (1,543) -
Investmentand Other Income 215 .28 14 - - 257
Tota Revenues § 24,807 - 5,107 $ 1,878 $ 574 $(1,543) 328,823
Karninigs From Operations § 1,865 § 610 $ 385 § $§ - 5285
Total Assets $ 13,597 $ 2024 $1180 s 919 § (366)  $17,385
Net Assers’ $ 5,008 $ LI6 $ 0 $ 766 5 (4H 3 7,253
Pirchuges of Progerty, uipmnent ) . ‘ o .
and Capmedﬁn&?vgm § 122 § 180 $§ B & 52 £ - 5 12
Dep}'ae'iaﬁmand.&mwﬁ_nﬁun‘ $§ 16 § 86 $ 40 $ 5T $ - 3 299
2002 . .
Reveriues — Extérnal Customers §21.378 $ 2% $ 897 '$ 355 % - $ 24,800
Revenugs — Insansegment -~ 523 598 186 (1;257) -
Investment and Otirer Income ) 27 1# Co— - 220
" Total Kevenues 321,552  § 2,7 §1509  § -gr $T $u5.000
Earnings From Opéradons- § 1328 & 517 4 2 § 5 €t = $ 2,186
Toral Assers’ $ 10,529 $ 1914 $ 914§ $ (B8N $13.575
Net Assers'! $ 4319 310§ &2 0§ s $ 51D § 6324
Purchases of P:‘openy E,qmpmcm ‘ . _ )
andCap:mHm(f Softyare & 129 $ 189 g 59 $ 72 $ — $ 419
Depreciation and Amortization $ 100 § 6 3 $& 48 $ - 3 955
2001 ’ ,
Revenuey —- Exieimal Customers $20,168 §1982 & M. § 3% % = $93,173
Revenyes — lieisegment - 08 804 108 (1,120} .-
) hmmemanﬂo_merhumue 235 24 16 - (1) 281
- Tom! Revenues , §20403  $ 7em - 4 LS 47 $a $usdne
Eardings From Operations $ 956 & 382 0§ ;e 5 4 0§ (4 8 1566
Towl Axiets - $ 9014 El‘?g'l - ‘% B4 ig e 3 (2000 $12170
it Assets? $ 3,408 180§ 514 & 66§ (s 3 5Am0
© Purchaséy of Propery, Lqmpmuu L
" AndCapinlized Softwa $ 182§ 171 - ‘«% 23: € 6 3 - 5 u
hepmmnommd Amor:imuon ¥ 101 .$ 817§ & a8 $ = B 268

Am:tswﬂ Nnn&mn cxcludc. where appliceble,; d‘el» ayt aderee] i;m:mu of $1.908: trﬂ‘lhﬂu, U7 million snd 51803 msillion,
l:;“ e cu-eelated ety ol $968 millipn, ssss paiflion wnt $81% smAlonsand | Income ranciied Kebltiderof 341 million, 3810 millkn i
. nmmu 2 of Deeesnberal, 2003, 9003 und 2001, ;esp«uwdy B .
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14 QUARTERLY FINANCIAL DATA {UNAUDITED)

Fur the Quanter Ended

{m millions, except pet share dam) Maich 31 June 30 ‘September 30 Derember 3)
2003

Revetues $ 6,975 $ 7,087 $ 7,938 $ 7523
Medical und Operatirig Expenses $ 6322 $ 6,378 $ 6475 $ 6713
Earnings From Operations $ 658 $§ 709 $ 768 $ 810
Net Earnings 5 403 $ 439 $ 47 § 507
Basic Net Earnings per Commoa Share $ 068 $ 04 s 081 $ o087
Diluted Net Earnings per Common Share $ 0465 $ o § 077 § 0483
2002

Revenues 5 6013 $ 6078 8 6247 ¢ 5682
Medical and Operating Expenses $ 5331 § 5555  § 5675  § 6,07
Earuings From Operations $ 482 $ 528 $ 572 3 o9
Net Eamings $ 295 $§ 3% $ 353 $ o
Basic Net Earnings per Common Share $ 048 $ 053 § 059 § 068
Diluted Net Earnings per Commen Share. $ 046 $ 051 $ 036 $ 060
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Report of Management

The management of UnitedHealth Group is responsible for e integrity and ohjectivity of the
comsolidated financial information coniained in this.annual report. The consolidated inancial
statements and retated information were prepared according to accounting principles genegally
accepted in the United States af America and include some amounts that are hiaséd on management's
best estimrates and judgments.

To meet its responsibility, management depends on its accounting gystems and related internil
accounting contyols. These systems are designed 1o provide reasonable sssuritice, at an.appropriate
cost, that findncial records arg reliable for use in preparing financial statements and that assets are
sufeguarded. Qualified personnel throughout the orgenization maintain'and monilor these internal
accounting.cantrols on an vageing hasis. - )

The Audit Committee of the board of directors, conposed entirely of directors whe are pot
employces of the company; ficets periodically and privately with the contpany s independent audiiors

‘and-macagement 1o revicw.actounting. auditing; inteirial conirot, fsancial reportinig anid 6ther matters.

Willigm W. McQulre; MD. _
Chairrean and Chist Execttive, Officer
‘Staphén J: Hernalay

Fresidentand Chiof Dpérating Offi Tees
‘Patdckf, Edandson

Chigf Finzictal Gificer
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Independent Auditors’ Report

To the Board of Directors and Sharcholders of UnitedHealth Group Incorporated and Subsidiaries:

We have audited the accompanying consolidated baiance sheets of UnitedHealth Group Incorporated and
Subsidiaries (the “Company”) as of December 31, 2008 and 2002 and the related statements of operations,
changes.in shareholders' equity, and cash flows for the years then ended. These consolidated financial statements
are.the responsibility of the Compairy's management. Qur responsibility is to express an opinion on these
congolidaied financial satements based on ourandits. The consolidated fnancial statements of UnitedHealth
Group Incorporated and Subsidiaries for the.year ended December 51, 2001 wercaudirted by other auditors who
have ceased operations, Those auditors expressed an unqualilied opinion on those consolidated financial
statements in their report daced Janvary 24, 2002,

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that' we plan and perform the sudit to obtain reasonable assurance about
whether the fimancial statements are free of material misstatement. An audit includes examiniing, on a test basis,
evidence supporiing the kmounts and disclosures in the financlal stateménts. An audit also. includes assessing
the dccounting principles used-and significant estimates made by management, as wéll as evaluatng the overall
financial statemnent presentation. We believe that our audits provide % réssanable basis for our opinion.

In our oginion. such consolidated financial statemeénts present fairly, in all material régpects, the financial
position of the Company at December'$1. 2003 and 2002 and the results of its opcrations and.its cashi flows for the
years then ended in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 6 to the consolidated financial statements, effective January 12002, the Company
changed its methods of accounting for goodwilland other intangible assets.

As discussed above, the consolidated fi qauciai"smtemgnm‘_off(l nitedHealth Group Incorporared and
Subsidiarics for the year ended December 31, 2001 were auditéd by other auditars who have ceased operations.
As described in Note 8, Note 7 and Note 9. these consolidated financial statements have been revised ta (i)
include the transidenal disclosures required by Statement of Financial Accounting Sandards ("Statement”) No.
142, Gooduili and Other Intangible Assets, which, as described in Note 6, was sdoptcd by the Company as of January
1, 2002, (it).include disclosure of the components of the change in medical costs payable consistent with
Statement of Position 943, Disclosure of Certain Maltess in the Financial Statenients of Insurance Enterprises, and (iii)
give-effect to the June 2003 siock split. Our audit procedures with respect to the disclosires in Note 6 with respect
to 2001 included (i) agreeing the previously reported nevincome to the previously issued consolidared financial
statementsaiid the adjustments to reported het income représenting amortization expense (including any
related tax effects) recognized in those perfods related to goodwill, intangible asicts that are no longer being
amartized, deferred credits related 1o an cxcess over cost, equity method goodwill, and changes in-amortization
peritds for intangible assets thatwitl continde to be amortized:as a result.of initially applying Staternent No. 142
(intluding any related tax effects).to the Company's underlying recordy.obtiined from-management, and (ii)
testing the mathematical accuracy of the reconciliation of adjusted net incometo reported net income, and thé
related earnings-pershare amounts, Ouraudit procedutes with reipict io the'disclosures in Note. 7 with respect to
“2001 included (i) agreeing the previously reparted beginning and end of year medical costs payable to the
previously issued consolidated financidl statements, (ii}.agrecing the previouslyreported medical cosis to-the
provigusly issued consolidated financial satements; (iif) agreeing paid daims payments and prior years” medical
«costs change:in medical costs.payable tosupporting decumentation of claims payment detail, and (v} testing the
niathematical accuracy of thé componean 6f the change in micdical costs payable; Additionally; as described in
Nowe9, the 2001 consolidated financial siatements have been revised Lo give effect:tothe stock splitjune 18, 2008.
We audited the adjustments described in Noto 9 that were applied to fevise the 2007 consolidined Fmauitial
statements for-such stock split. Ouzanditproceduresincluded (1) compating the amounts shown in the carnings
'pes share disclosure for 2001 1o the Company’s undedlying accoumting dnalysis obtained from management, (2)
camparing the previously reported shires olustanding afidincome statenient amoun s per-the Company's
accounting-analysis to the-préviously issued consolidated finangisl statements; and (5] recalculating the.
Additigral shares 1o give effect tgthe stock splic and (esting the mathematidal aceuracy ofthé underlylng analyiis.
Li our opindor, the distlosures for 2001 in Notes 6 and 7 arc appropriate, and the:adjustments for the stockisplit
described in Noted have been appropriatly applicd. However, weweitnol éngaged:to apdit: review, di sipply dny
procedures 1o the- 2001 consolidated financidl statements of the Cornpang othiar than with respect wsuch
adjustments-and accordingly, we do not express an opinien.or any other form of asmrince on the 2001
consolidated finhncial staterents taken as a wholg. i

DELOSITE & TOUGHE LLP
Minneapolis, Minnesota
February 10, 2004
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Independent Auditors' Report

The followsng audit repurt of Arthur Andersen LLP, our former independent auditers, is a copy of the uriginal hort dited
January 24, 2002, nmdered: by Arthur Andarsen LLP on our consolidated [financial siatements inctuded n our Annual Report
an Form 100K filedon Aprid 1, 2002, and ks not bern reissued by Arthur Andersen. LLP since that date.

To the Shareholders and
Directors of Un‘ucdﬂea.lﬁi Group Ircorporated:

We have andited the accompanying consolidated batance sheets of UnitedHealth Group acorporated

(a Minuiesowa Corparation) and Subsidiaries as of December $1. 2001 and 2000, 2nd the related consolidated
statements of operations, charges.in shareholders’ equity and cash flows for each of the three years in the
petiod ended December 31, 2001. These financial statements are the responsibility of the Company's
management. Our responsibility is 2o expressan opinion on these financial gatements based.on.our 2udits.

We conducted our auditsin actordance with auditing standards generally sceépted in the United Suiies.
Those standards require tat we-plan apd. perform the audicte obtkin reasonable assurance about wheiher
the finandial statementisre freg 'of'miteﬁ;!‘nﬁS&mtc’mém-An audit includes mn'ﬁning‘:. ona test basis,
cvidentce supporting the amodunis and disclosiires in the financial statements. An auditalso includes
askessing the accounting principles used and significant estimates made by mandgement. as well as°
evaluating the-dveral) financial statement presentation, W believe that our audité providé.a reasonahle
basis for our opinion.

In-gur opinien, the Gaancial statemerits.referred to above present fairly in all material téspects, the
financial posidon of UnitedHealth Group Incorporated and its Subsidiaries as of December31, 2001 and
2006, and the remilts 6f chely operations-and their cash flows for each of the. three years io the pgrjwd‘cndcd
December 31,2081, in conformity with acconnting principles genesally accepied i,n_,ﬂ:{t;’\nitcd— States.

ARTHUR ANDERSEN LLP
Minneapolis, Minnesota

janunry-fﬂ,_ 2002
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Financial Performance At A Glance

GROWTH & PROFITS — CONSOLIDATED
(in m#lions, except per share daca) 2003 2002 2001

Revenues 428,828 $ 25,020 $25%454

Earnings From Operations $ 2,935 $ 2 $ 1566
Operuting Margin 10.8% 8‘7% 6.7%
Return on Neb Assery 43.7% 315% 30.7%

Net Eardings. $ 1,825 $ 1,352 $ 913
NerMargin 6.3% 54% 3.9%

Diluged Nes Earnings per Common Share $ 288 $ 218 $ 140

GROWTH S PROFITS —EY SEGIGENT
(s moflfons)’ . 2003 .. 2oD2. . . L2001

"HEALTH CARE szﬂvmes .
Revenues $ 24,807 $21558- $:20,40%:
Earnings From Operations. $ 1,865 $ 1328 $ 9%
Operating Margin 7.5% 62% 46%
Return-on Net Assers 40.5% 35.3% 2.0%

UNIFRISE
Revenues $ 3107 $ o5
Eéraings. Frof Operations $ 610 »,$ BI7 :
Operating Magin 19.6% - 190% 154%
“Ritiain o Net Asskis 55:2%. 483% 38.0%

SPECIALIZED CARE SERVICES .
Revesies $ 1878 § 1,508
Eamings From Operations $ 88 $ 8 $ 2
Opernting Wargin 205% 19.9% 17.1%
Reyurnon Nemssgu, 58.1% 507% . 59.0%

INGENEX ..
Reyesues $ 5K & 4 .8 4w
Estnings From Opersiors 3 % B L% A8
Operating Matgin T MR TE T 2 30.7%
Reur on"#etAm ’ 8% TR 75%
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Investor Information

Market Prica of Common Stock

The following table shows the sange of high and
low sales prices for the company's stock as reported
on the New York Stock Exchange for the calendar
periods shown through February 27, 2004.

These prices do notinclude commissions or fees
associated with purchasing or selling this security.

High Low

2004
First Quanter

Through February 27, 2004 § 62.30 $ 3545
2003
‘First Quarter’ § 46.35. $ 39.20
‘Scrond Quarter $ 5267 $ 4410
Third Quarter $ 56.95 $ 47.25
Fourth Quarter '$ 5687  $4958
2002
First Quarter $ 38.40 $ 33.93
Second Quarter $ 48.95 g 3757
Third Quarter $ 4815 7%
Fourth Quartér $ 5050  $%7.50.

"As of Fetuuary 27, 2004, the company had 13361 ¥harchuldeis
of recard.
Account Questions
Our wransfer agent, Wells Fargo, can helpyon
with avariety of shareholder-related services.
including:
'C-hange of address
Lost stock certificates
Transferof stotk-lo another person
Ad#fiional administrative services,

Yeu can call-our.transfer agent wll frec a:
{800) 468-9716 or locally at (651) 450:4064..

You can wiite them at:
Wellk Firgo SharcownerSérvices-
P.O. Box 64854
Sajint-Paul, Minnésola: 55164-0854 -

Or.y6u cén e-miail our transfer agentan:
stackiranafer@wellsfargo.com

68 UnitedHcatih Group

Investor Relations
You can centact UnitedHealth Group Investor
Relations to order, withéu charge, finuncial
documents, such as the annual report and
Form 10K, You can write to us at:

Investor Refations, MN0O08-T930

UnitedHealth Group

P.O. Box 1459

Minneapolis, Mimmesota 55440-1459

Annual Mesting

We invite UnitedHealth Group shareholders to
atend ourannual meeting, which will be held on
Wednenday, May 12, 2004, a1 10:00 am. CDT, aL
UnitedHealth Group Center, 9900 Bren Road
i;lasg Minnewnka, Mi_nn:_sma._

Dividend Policy

UnitedHealth Group's board of directors
established the company’s dividend policyin
August 1990. The policy requires the board to
review thetompany's audited financial statements
following the end of ¢ach fiscal year and deeide

‘wheiher it is advisable to declase a dividend on

the outstanding shares of common stack.
Shz;reholg'lcrs of recard on April 1, 2003,

received an annual dividend for 2063-of $0,015

pet sharg. On February 2, 2004, the hoard of

ditectorsapproved an anmual dividend for 2004

of $0.08 pev share. The dividend wilt be paid on

April 16, 2004, toshareholders of record-at the

close of business on April 1, 2004.

Stock Listing

The comgani"s_mmmgljrstqck\ is traded on,

the New York Stock Exchange uader the

infatmation-Online-

“Yout éan.view ourannual report and-obitain

more information dbout UnitedHedlth Group
and i busines.sesviat}w Internerat:,
wwwunitedhealthgroup.com
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By conventional standards of measurement, UnitedHealth Group
achieved strong performance across its diverse set of
businesses in 2004. But as important as financial results are,
they alone do not fully convey the tangible advances in our
efforts to promote optimal health for all people.

Perhaps most gratifying is the measurable progress UnitedHealth Group continues to

make toward addressing key challenges in health care. This is being realized by marshaling
unparalleled capabilities in organizing resources, developing and applying technology,

and using data to enhance knowledge across a diverse set of markets. The strategic focus

of our company, which has remained unchanged for more than a decade and a half, centers
on making the health care system — a system rich in capability, but consistently inefficient,
variable in its results and challenging in its accessibility — work better.

Over these years, we have held fast to our key beliefs in offering choice and access,
simplifying the health care experience, promoting safe and evidence-based medicine,
facilitating care for people and, ultimately, improving affordability. These core principles and
elements — focused on the needs of the marketplace rather than a particular product or
capability — have served as our impetus to pursue innovations and opportunities across the
full spectrum of the health and well-being arena. In so doing, we have had a meaningful
impact on advancing health and well-being for the constituencies we serve.

The shared commiunent of our employees, regardless of individual responsibilities or
involvement in a particular business unit, is that in everything we do we must ultimately
address the basic needs of our customers. More than ever, we are committed to making

the needs of customers our priority, and to further act on what we have long believed.



UnitedHealth Group

has been — and

will continue to be —

an important innovator and
advocate for addressing
the issues of quality,
affordability, accessibility
and usability in health care.

While these objectives have been present in the past, we have refined our
focus around four imperatives. Our individual and collective activities will be
relentlessly directed at achieving:
> Higher quality and better health outcomes,
> Affordability of services,
> Accessibility to care, and
> Ease of use of benefits and services.

By addressing these fundamental needs, and thereby excluding all other distractions
and activities that do not align with these imperatives, we effectively dedicate our
resources and capabilities to the needs of our customers and, in turn, help create a
more efficient, progressive, fair and compassionate health care system for everyone.

Our efforts to date have been fruitful. We have succeeded in meeting the needs
of an increasingly diverse set of clients and market segments, and this has allowed
us to provide meaningful advances for our shareholders as well:
> Strong revenue growth has been driven by an expanding customer base, which
has accessed both new and established services.
> Health care cost trends have been contained through an array of services and
programs designed to reduce inappropriate variation in care, increase the use of
necessary services and more effectively purchase services critical to those in need.
> Operating margins have continued to expand as gains from the practical
application of technology have increased service quality and efficiency, and
simultaneously lowered costs.
>  Strong cash flows from operations have been generated by attention to best
business practices. We have effectively utilized these strong cash resources to support
operations, fund research and development activities, invest in innovations for the
future, and support worthy social activities — documented by the company’s strong

return on equity, business expansion and continuing growth.



These results aside, it remains our belief that health care
must work better, should be easier and simpler to use, and

must be accessible for all people. As a society and a nation,

we have not worked hard enough on this agenda. Our aspirations
and actions are too modest, and our pace lacks appropriate urgency given the costs in
both human suffering and the national economic resources we currently expend.

We believe the efforts of UnitedHealth Group and others are important to
meeting the broad challenges related to health and well-being that affect our society,
as well as those beyond our domestic borders. Certainly, our company alone cannot
solve the significant issues surrounding health care for all citizens. That will require
mutual participation by all parties involved in health care, particularly physicians
and other providers of care, employers, government, intermediaries and consumers.
While we urge these collective efforts to accelerate, we will move ahead with urgency.
UnitedHealth Group has been — and will continue to be — an important innovator
and advocate for addressing the issues of quality, affordability, accessibility and
usability in health care.

Given our position and the potential before us, we are optimistic about the future.
We have the tools, the capacity, the desire and, above all, the commitment of our
people. Innovations, services and products from UnitedHealth Group have provided
meaningful value to people across a broad set of health-related needs. We intend
to continue our tradition of challenging the past in pursuit of a better future and
remain confident that the beliefs and strategies we have long pursued will continue

to yield positive results.

Sincerely,

O3 W 3. W (Gonva
William W. McGuire, M.D.

Chairman and Chief Executive Officer






Individuals

The number of people who,
through UnitedHealth Group,
have access to nationally
recognized Centers of Excellence
in the areas of transplantation,
congenital heart disease, kidney
dialysis, reproductive services
and complex cancer care.







Seniors

P
The number of seniors who
significantly lower their
pharmaceutical costs
through leading prescription
drug discount card
programs provided by
QOvations.






|
The nurnber of uninsured
people eligible for a
first-of-its-kind flexible
and affordable health
benefits program through
the partnership between
UnitedHealth Group and
60 major companies in the
HR Policy Association.
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Annualized transactions —
Internet and electronic channels
2005 projected

Dedicated Internet service portals
give consumers, physicians,
employers and brokers convenient
access to information and service 218,100,000
capabilities, while lowering
administrative costs.
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L FINANCIAL HIGHLIGH S

For the Year Ended December 31,
(in millions, except per share data) 2004 2003 2002 2001 2000

CONSOLIDATED OPERATING RESBULTS

Revenues $ 37,218 $ 28,823 $ 25.020 $23,454 $21,122
Earnings From Operations $ 4,101 $ 2,935 $ 2,186 $ 1,566 $ 1,200
Net Farnings $ 2587 $ 1,895 $ 1,352 $ 913 $ 736
Return on Shareholders’ Equity 31.4% 39.0% 33.0% 24.5 % 19.8%
Basic Net Earnings

per Common Share $ 413 $ 310 $ 223 $ 146 $ 114
Diluted Net Earnings

per Common Share $ 394 $ 296 $ 213 $ 140 $ 109
( - Dividends per Share ~ $ 0.03 $ 0.015 $ 0015 $ 0.015 $ 0.008
CONSOLIDATED CASH FLOWS FROM (USED FOR)
Operating Activities $ 4135 $ 3,003 $ 24923 $ 1,844 $ 1,521
Investing Activities $ (1,644) $ (745) $ (1.391) $(1,138) $ (968)
Financing Activities $ (762 $ (1,126) $ (1,442) $ (585) $ (739)
CONSOLIDATED FINANGIAL CONDITION
(As of December 31)
Cash and Investments $ 12,253 $ 9,477 $ 6,329 $ 5,698 $ 5,053
Total Assets $ 27,879 $17,634 $ 14,164 $12,486 $11,053
Debt $ 4,023 $ 1,979 $ 1,761 $ 1,584 $ 1,209
Shareholders’ Equity $ 10,717 $ 5,128 $ 4,428 $ 3,891 $ 3,688
Debtto-Total-Capital Ratio 2713% 278 % 285 % 28.9 % 24.7%

Financial Highlights and Results of Operations should be rcad together with the accompanying Consolidated Financiul Smtements and Notes.

1ynitedHealth Group acquired Oxford Health Plans, Inc. (Oxford) in July 2004 for total consideration of approximately $5 0 billion
and acquired Mid Arlantic Mcdical Services, Inc. (MAMSI) in February 2004 for total consideration of approximately $2.7 billion. These
acquisitions affect the comparability of 2004 finandal information to prior fiscal years. The results of operations and financial condition
of Oxford and MAMSI have been included in UnitedHealth Group's consolidated financial statements since the respective acquisition
dates. Sce Note 3 to the consolidated financial statements for a detailed discussion of these acquisitions.

UNITEDHEALTH GROUP
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Busingss Overview

UnitedHealth Group is a diversified health and well-being company, serving approximately 55 million
Americans. Our focus is on improving the American health care system by simplifying the administrative
components of health care delivery; promoting evidence-based medicine as the standard for care; and
providing relevant, actionable data that physicians, health care providers, consumers, employers and other
participants in health care can use to make better, more informed decisions.

Through our diversified family of businesses, we leverage core competencies in advanced technology-
based transactional capabilities; health care data, knowledge and informatics; and health care resource
organization and care facilitation to make health care work better. We provide individuals with access
to quality, cost-effective health care services and resources. We promote the delivery of care, consistent
with the best available evidence for effective health care. We provide employers with superb value, service
and support, and we deliver value to our shareholders by executing a business strategy founded upon
a commitment to balanced growth, profitability and capital discipline.

2004 Financial Performance Highlights

UnitedHealth Group had an excellent year in 2004. The company achieved diversified growth

across its business segments and generated net earnings of $2.6 billion and operating cash flows

of $4.1 billion, representing increases of 42% and 38%, respectively, over 2003. Other financial

performance highlights include:

> Diluted net eamings per common share of $3.94, representing an increase of 33% over 2003.

> Revenues of $37.2 billion, a 29% increase over 2003. Excluding the impact of acquisitions, revenues
increased 8% over 2003.

> Operating earnings of more than $4.1 billion, up 40% over 2003.

> Consolidated operating margin of 11.0%, up from 10.2% in 2003, driven primarily by improved
margins on risk-based products, revenue mix changes and operational and productivity improvements.

> Return on shareholders’ equity of 31.4%.

UnitedHealth Group acquired Oxford Health Plans, Inc. (Oxford) in July 2004 for total consideration
of approximately $5.0 billion and acquired Mid Atlantic Medical Services, Inc. (MAMSI) in February 2004 for
total consideration of approximately $2.7 billion. The results of operations and financial condition of Oxford
and MAMSI have been included in UnitedHealth Group’s Consolidated Financial Statements since the
respective acquisition dates.
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2004 Results Compared 1o 2003 Results

CONSOLIDATED FINANCIAL RESULTS

Revenues

Revenues are comprised of premium revenues from risk-based products; service revenues, which primarily

includc fees for management, administrative and consulting services; and investment and other income.
Premium revenues are primarily derived from risk-based health insurance arrangements in which

the premium is fixed, typically for a one-year period, and we assume the economic risk of funding our

customers’ health care services and related administrative costs. Service revenues consist primarily

of fees derived from services performed for customers that self-insure the medical costs of their employees

and their dependents. For both premium risk-based and fee-based customer arrangements, we provide

coordination and facilitation of medical services; transaction processing; customer, consumer and care

provider services; and access to contracted networks of physicians, hospitals and other health care professionals.
Consolidated revenues increased by $8.4 billion, or 29%, in 2004 to $37.2 billion, primarily as a

result of revenues from businesses acquired since the beginning of 2003. Excluding the impact of these

acquisitions, consolidated revenues increased by approximately 8% in 2004 as a result of rate increases

on premium-based and fee-based services and growth across business segments. Following is a discussion

of 2004 consolidated revenue trends for each of our three revenue components.

Premium Revenues Consolidated premium revenues in 2004 totaled $33.5 billion, an increase of

$8.0 billion, or 32%, over 2003. Excluding the impact of acquisitions, premium revenues increased by
approximately 8% in 2004. This increase was due in part to average net premiom rate increases of
approximately 9% on UnitedHealthcare’s renewing commercial risk-based business, partally offset by a
slight decrease in the number of individuals served by UnitedHealthcare’s commercial risk-based products
and changes in the commercial product benefit and customer mix. In addition, Ovations’ premium
revenues increased largely due to increases in the number of individuals it serves through Medicare
Advantage products and changes in product mix related to Medicare supplement products, as well as rate
increases on all of these products. Premium revenues from AmeriChoice’s Medicaid programs and
Specialized Care Services’ businesses also increased due to advances in the number of individuals served
by those businesses.

Service Revenues Service revenues in 2004 totaled $3.3 billion, an increase of $217 million, or 7%, over
2003. The increase in service revenues was driven primarily by aggregate growth of 4% in the number

of individuals served by Uniprise and UnitedHealthcare under fee-based arrangements during 2004,
excluding the impact of acquisitions, as well as annual rate increases. In addition, Ingenix service revenues
increased due to new business growth in the health information and clinical research businesses.

Investment and Other Income TInvestment and other income totaled $388 million, representing an increase
of $131 million over 2003. Interest income increased by $134 million in 2004, principally due to the impact
of increased levels of cash and fixed-income investments during the year from the acquisitions of Oxford,
MAMSI and Golden Rule Financial Corporation (Golden Rule), which was acquired in November 2003.
Net capital gains on sales of investments were $19 million in 2004, a decrease of $3 million from 2003.

UNITEDHEALTH GROUP



Medical Costs
The combination of pricing, benefit designs, consumer health care utilization and comprehensive care
facilitation efforts is reflected in the medical care ratio (medical costs as a percentage of premium revenues).

The consolidated medical care ratio decreased from 81.4% in 2003 to 80.6% in 2004. Excluding the
AARP business; the medical care ratio decreased 50 basis points from 80.0% in 2003 to 79.5% in 2004.
The medical care ratio decrease resulted primarily from net premium rate increases that slightly exceeded
overall medical benefit cost increases and changes in product, business and customer mix.

Each period, our operating results include the effects of revisions in medical cost estimates related to
all prior periods. Changes in medical cost estimates related to prior fiscal years that are identified in the
current year are included in total medical costs reported for the current fiscal year. Medical costs for 2004
include approximately $210 million of favorable medical cost development related to prior fiscal years.
Medical costs for 2003 include approximately $150 million of favorable medical cost development related
to prior fiscal years.

On an absolute dollar basis, 2004 medical costs increased $6.3 billion, or 30%, over 2003 principally
due to the impact of the acquisitions of Oxford, MAMSI and Golden Rule. Excluding the impact of
acquisitions, medical costs increased by approximately 8% driven primarily by medical cost inflation
and a moderate increase in health care consumption.

Operating Costs

The operating cost ratio (operating costs as a percentage of total revenues) for 2004 was 15.4%, down
from 16.9% in 2003. This decrease was driven by revenue mix changes, with premium revenues growing
at a faster rate than service revenues largely due to recent acquisitions. The existence of premium
revenues within our risk-based products cause them to have lower operating cost ratios than fee-based
products, which have no premium revenues. Additionally, the decrease in the operating cost ratio reflects
productvity gains from technology deployment and other cost management initiatives.

On an absolute dollar basis, operating costs for 2004 increased $868 million, or 18%, over 2003
primarily due ro the acquisitions of Oxford, MAMSI and Golden Rule. Excluding the impact of
acquisitions, operating costs increased by approximately 3%. This increase was driven by a more than
3% increase in the total number of individuals served by Health Care Services and Uniprise in 2004,
excluding the impact of acquisitions, and general operating cost inflation, partially offset by productivity
gains from technology deployment and other cost management initiatives.

Depreciation and Amortization

Depreciation and amortization in 2004 was $374 million, an increase of $75 million, or 25%, over 2003.
Approximately $42 million of this increase is related to intangible assets acquired in business acquisitions
in 2004. The remaining increase of $33 million is due to additional depreciation and amortization from
higher levels of computer equipment and capitalized software as a result of technology enhancements,
business growth and businesses acquired since the beginning of 2003.

IManagement believes disclosure of the medical care ratio excluding the AARP business is meaningful since underwriting gains or
losses related to the AARP business accrue to the overall benefit of the AARP policyholders through a rate stabilization fund (RSF).
Although the company is at risk for underwriting losses to the extent cumulative net losses exceed the balance in the RSF, we have
not been required to fund any underwriting deficits to date, and management believes the RSF balance is sufficient to cover
potential future underwriting or other risks associated with the contract during the foreseeable future.

UNITEDHEALTH GROUP

23



24

Income Taxes
Our effectve income tax rate was 34.9% in 2004, compared to 35.7% in 2003. The decrease was driven
mainly by favorable settlements of prior year income tax returns.

BUSINESS SEGMENTS
The following summarizes the operating results of our business segments for the years ended December 31

(in millions):

REVENUES Percent
2004 2003 Change

Health Care Services $32,673 $ 24,807 32%
Uniprise 3,365 3,107 8%
Specialized Care Services 2,295 1,878 22%
Ingenix 670 574 17%
Corporate and Eliminations (1,785) (1,543) nm
Consolidated Revenues $37,218 $ 28,823 29%
EARNINGS FROM OPERATIONS Percent
2004 2003 Change

Health Care Services $ 2,810 $ 1,865 51%
Uniprise 677 610 11%
Spedialized Care Services 485 385 26%
Ingenix 129 75 72%
Consolidated Earninys From Operations $ 4,101 $ 2935 40%

nm — not meaningful

Health Care Services

The Health Care Services segment consists of the UnitedHealthcare, Ovations and AmeriChoice
businesses. UnitedHealthcare coordinates network-based health and well-being services on behalf of
multistate, mid-sized and local employers and consumers. Ovations delivers health and well-being services
to Americans over the age of 50, including the administration of supplemental health insurance coverage
on behalf of AARP. AmeriChoice facilitates and manages health care services for state-sponsored Medicaid
programs and their beneficiaries.

Health Care Services had revenues of $32.7 billion in 2004, representing an increase of $7.9 billion,
or 32%, over 2003, driven primarily by acquisitions since the beginning of 2003. Excluding the impact of
acquisitions, Health Care Services revenues increased by approximately $1.9 billion, or 8%, over 2003.
UnitedHealthcare accounted for approximately $850 million of this increase, driven by average premium
rate increases of approximately 9% on renewing commercial risk-based business and growth in the
number of individuals served by fee-based products, partially offset by a slight decrease in the number
of individuals served by UnitedHealthcare’s commercial risk-based products. Ovations contributed
approximately $770 million to the revenue advance over 2003 driven by growth in the number of
individuals served by Ovations’ Medicare Advantage products and changes in product mix related to
Medicare supplement products it provides to AARP members, as well as rate increases on all of these
products. The remaining increase in Health Care Services revenues is attributable to growth in the
number of individuals served by AmeriChoice’s Medicaid programs and Medicaid premium rate increases.

UNITEDHEALTH GROUP



Health Care Services earnings from operations in 2004 were $2.8 billion, representing an increase of
$945 million, or 51%, over 2003. This increase primarily resulted from Ovations’ and UnitedHealthcare’s
revenue growth, improved gross margins on UnitedHealthcare’s commercial risk-based products and the
impact of the acquisitions of Oxford, MAMSI and Golden Rule. UnitedHealthcare’s commercial medical
care ratio improved to 79.0% in 2004 from 80.0% in 2003. The decrease in the cornmercial medical care
ratio was primarily driven by net premium rate increases that slightly exceeded overall medical benefit cost
increases and changes in business and customer mix. Health Care Services’ 2004 operating margin was
8.6%, an increase of 110 basis points over 2003. This increase was principally driven by a combination of
the improved commercial medical care ratio and changes in business and customer mix.

The following table summarizes the number of individuals served by Health Care Services, by major
market segment and funding arrangement, as of December 31"

{in thousands) 2004 2003
Commercial
Risk-Based 7,655 5,400
_ Fee-Based 3,305 2.895
Total Commercial 10,960 8,295
Medicare 330 230
Medicaid 1,260 1,105
Total Health Care Services 12,550 9,630

1 Excludes individuals served by Ovations’ Medicare supplement products provided o AARF members.

The number of individuals served by UnitedHealthcare’s commercial business as of December 31, 2004,
increased by nearly 2.7 million, or 2%, over the prior year. Excluding the 2004 acquisitions of Oxford,
MAMSI and a smaller regional health plan, the number of individuals served by UnitedHealthcare’s
comrnercial business increased by 245,000. This included an increase of 285,000 in the number of
individuals served with fee-based products, driven by new customer relationships and existing customers
converting from risk-based products to fee-based products, partially offset by a decrease of 40,000 in the
number of individuals served with risk-based products resulting primarily from customers converting to
self-funded, fee-based arrangements and a competitive commercial risk-based pricing environment.
Excluding the impact of the Oxford acquisition, the number of individuals served by Ovations’
Medicare Advantage products increased by 30,000, or 13%, from 2003. AmeriChoice’s Medicaid
enrollment increased by 155,000, or 14%, due to organic growth in the number of individuals served
and the acquisition of 2 Medicaid health plan in Michigan in February 2004, resulting in the addition
of approximately 95,000 individuals served.
Uniprise
Uniprise provides network-based health and well-being services, business-to-business ransaction
processing services, consumner connectivity and technology support services to large employers and health
plans, and provides health-related consumer and financial transaction products and services. Uniprise
revenues in 2004 were $3.4 billion, representing an increase of 8% over 2003. This increase was driven
primarily by growth of 4% in the number of individuals served by Uniprise, excluding the impact of the
acquisition of Definity Health Corporation (Definity) in December 2004, and annual service fee rate
increases for self-insured customers. Uniprise served 9.9 million individuals and 9.1 million individuals as
of December 31, 2004 and 2003, respectively.

UNITEDHEALTH GROUF
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Uniprise earnings from operations in 2004 were $677 million, representing an increase of 11% over
2003. Operating margin for 2004 improved to 20.1% from 19.6% in 2003. Uniprise has expanded its
operating margin through operating cost efficiencies derived from process improvements, technology
deployment and cost management initatives that have reduced labor and occupancy costs in its
transaction processing and customer service, billing and enrollment functions. Additionally, Uniprise’s
infrasructure can be scaled efficiently, allowing its business to grow revenues at a proportionately higher
rate than the associated growth in operating expenses.

Specialized Care Services
Specialized Care Services is a portfolio of specialty health and wellness companies, each serving a
specialized market need with a unique offering of benefits, networks, services and resources. Specialized
Care Services revenues during 2004 of $2.3 billion increased by $417 million, or 22%, over 2003. This
increase was principally driven by an increase in the number of individuals served by United Behavioral
Health, its behavioral health benefits business, Dental Benefit Providers, its dental services business,
and Spectera, its vision care benefits business; rate increases related to these businesses; and incremental
revenues related to businesses acquired since the beginning of 2003 of approximately $100 million.
Earnings from operations in 2004 of $485 million increased $100 million, or 26%, over 2003.
Specialized Care Services’ operating margin increased to 21.1% in 2004, up from 20.5% in 2003. This
increase was driven primarily by operational and productivity improvements within Specialized Care
Services’ businesses and consolidation of the production and service operation infrastructure to enhance
productivity and efficiency and to improve the quality and consistency of service, partially offset by a
business mix shift toward higher revenue, lower margin products.

Ingenix

Ingenix is a leader in the field of health care data analysis and application, serving pharmaceutical
companies, health insurers and other payers, physicians and other health care providers, large employers,
and governments. Ingenix revenues in 2004 of $670 million increased by $96 million, or 17%, over 2003.
This was driven primarily by new business growth in the health information and clinical research
businesses.

Eamnings from operations in 2004 were $129 million, up $54 million, or 72%, from 2003. Operating
margin was 19.3% in 2004, up from 13.1% in 2003. The increase in earmings from operations and
operating margin was primarily due to growth and improving gross margins in the health information
and clinical research businesses.

UNITEDHEALTH GROUP



2003 Results Compared to 2002 Results
CONSOLIDATED FINANCIAL RESULTS

Revenues

Consolidated revenues increased by $3.8 billion, or 15%, in 2003 to $28.8 billion. Consolidated revenues
increased by approximately 11% as a result of rate increases on premium-based and fee-based services
and growth across business segments, and 4% as a result of revenues from businesses acquired since the
beginning of 2002. Following is a discussion of 2003 consolidated revenue trends for each of our three
Tevenue COMponents.

Premium Revenues Consolidated premium revenues in 2003 totaled $25.4 billion, an increase of $3.5 billion,
or 16%, over 2002. UnitedHealthcare premium revenues increased by $1.8 billion, driven primarily by
average premium rate increases of 12% to 13% on renewing commercial risk-based business. Premium
revenues from Medicaid programs also increased by approximately $1.0 billion over 2002. Approximately
70% of this increase resulted from the acquisition of AmeriChoice on September 30, 2002, with the
remaining 30% driven by growth in the number of individuals served by our AmeriChoice Medicaid
programs since the acquisition date. The remaining premium revenue growth in 2003 was primarily driven
by growth in the number of individuals served by Ovations’ Medicare supplement products provided to
AARP members and its Evercare business, along with growth in several of Specialized Care Services’ businesses.

Service Revenues Service revenues in 2008 totaled $3.1 billion, an increase of $224 million, or 8%, over
2002. The increase in service revenues was driven primarily by aggregate growth of 7% in the number of
individuals served by Uniprise and UnitedHealthcare under fee-based arrangements during 2003.

Investment and Other Income Investment and other income totaled $257 million, representing an increase
of $37 million over 2002, due primarily to increased capital gains on sales of investments. Net capital gains
on sales of investments were $22 million in 2003, compared with net capital losses of $18 million in 2002.
Interest income decreased by $3 million in 2003, driven by lower yields on investments, partally offset by
the impitct of increased levels of cash and fixed-income investments.

Medical Costs

The consolidated medical care ratio decreased from 83.0% in 2002 to 81.4% in 2003. Excluding the AARP
business, the medical care ratio decreased 140 basis points from 81.4% in 2002 to 80.0% in 2003. The
medical care ratio decrease resulted primarily from net premium rate increases that exceeded overall
medical benefit cost increases and changes in product, business and customer mix.

Each period, our operating results include the effects of revisions in medical cost estimates related to
all prior periods, Changes in medical cost estimates related to prior fiscal years that are identified in the
current year are included in total medical costs reported for the current fiscal year. Medical costs for 2003
include approximately $150 million of favorable medical cost development related to prior fiscal years.
Medical costs for 2002 include approximately $70 million of favorable medical cost development related
to prior fiscal years.

On an absolute dollar basis, 2003 medical costs increased $2.5 billion, or 14%, over 2002. The increase
was driven prmarily by a rise in medical costs of approximately 10% to 11% due to medical cost inflation
and a moderate increase in health care consumption, and incremental medical costs related to businesses
acquired since the beginning of 2002.
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Operating Costs

The operating cost ratio for 2003 was 16.9%, down from 17.5% in 2002. This decrease was driven primarily
by revenue mix changes, with greater growth from premijum revenues than from service revenues, and
productivity gains from technology deployment and other cost management initiatives. Our premium-
based products have lower operating cost ratios than our fee-based products. The impact of operating

cost efficiencies in 2003 was partially offset by the conunued incremental costs associated with the
development, deployment, adoption and maintenance of new technology releases.

On an absolute dollar basis, operating costs for 2003 increased $488 million, or 11%, over 2002. This
increase was driven by a 6% mncrease in total individuals served by Health Care Services and Uniprise during
2003, increases in broker commissions and premium taxes due to increased revenues, general operating
cost inflation, and addidonal operating costs associated with change initiatives and acquired businesses.

Depreciation and Amortization

Depreciation and amortization in 2003 was $299 million, an increase of $44 million over 2002. This
increase was due to additional depreciation and amnortization from higher levels of computer equipment
and capitalized software as a result of technology enhancements, business growth and businesses acquired
since the beginning of 2002.

Income Taxes
Qur effective income tax rate was 35.7% in 2003, compared to 35.5% in 2002. The change from 2002 was
due to changes in business and income mix among states with differing income tax rates.

BUSINESS SEGMENTS
The following summarizes the operating results of our business segments for the years ended December 31
(in millions):

REVENUES Percent
2003 2002 Change
Health Care Services $ 24,807 $ 21,552 15%
Uniprise 3,107 2,725 14%
Specialized Care Services 1,878 1,509 24%
Ingenix 574 491 17%
Corporate and Eliminations (1,543) (1,257) nm
Consolidated Revenues $ 28,823 $ 25,020 15%
EARNINGS FROM OPERATIONS Percent
. 2003 2002 Change
Health Care Services $ 1,865 $ 1,328 40%
Uniprise 610 517 18%
Specialized Care Services 385 286 356%
Ingenix 75 55 36%
" Consolidated Farnings From Operations $ 2935 $ 2,186 34%

nm - not meaningful

28  UNITEDHEALTH GROUP



Health Care Services

Health Care Services had revenues of $24.8 billion in 2003, representing an increase of $3.3 billion,

or 15%, over 2002. The majority of the increase resulted from an increase of $1.9 billion in
UnitedHealthcare revenues, an increase of 14% over 2002. The increase in UnitedHealthcare revenues
was driven by average premium rate increases of approximately 12% to 13% on renewing commercial
risk-based business and 8% growth in the number of individuals served by fee-based products during 2003.
Revenues from Medicaid programs in 2003 increased by $1.0 billion over 2002. Approximately 70% of
this increase resulted from the acquisition of AmeriChoice on September 30, 2002, with the remaining
30% driven by growth in the number of individuals served by AmeriChoice Medicaid programs since the
acquisition date. Ovations revenues increased by $319 million, or 5%, primarily due to increases in the
number of individuals served by both its Medicare supplement products provided to AARP members
and by its Evercare business.

Health Care Services earnings from operations in 2003 were nearly $1.9 billion, representing an
increase of $537 million, or 40%, over 2002. This increase primarily resulted from revenue growth and
improved gross margins on UnitedHealthcare’s risk-based products, growth in the number of individuals
served by UnitedHealthcare’s fee-based products, and the acquisition of AmeriChoice on September 30,
2002. UnitedHealthcare’s commercial medical care ratio improved to 80.0% in 2003 from 81.8% in 2002.
The decrease in the commercial medical care ratio was driven primarily by the decrease in net premium
rate increases that exceeded overall medical benefit cost increases and changes in business and customer
mix. Health Care Services’ 2003 operaung margin was 7.5%, an increase of 130 basis points over 2002,
This increase was driven by a combination of improved medical care ratios and a shift in commercial
product mix from risk-based products to higher-margin, fee-based products.

The following table summarizes the number of individuals served by Health Care Services, by major
market segment and funding arrangement, as of December 31"

(in thousands) 2003 2002

Commercial
Risk-Based 5,400 5,070
Fee-Based 2,895 2,715
___Total Commercial 8,295 7,785
Medicare 230 225
Medicaid 1,105 1,030
Total Health Care Services 9,630 9,040

1 Excludes individuals served by Ovarions’ Medicare supplement products provided to AARP members.

The number of individuals served by UnitedHealthcare’s commercial business as of December 31, 2003,
increased by 510,000, or 7%, over the prior year. This included an increase of 180,000, or 7%, in the number
of individuals served with fee-based products, driven by new customer relationships and existing customers
converting from risk-based products to fee-based products. In addition, the number of individuals served
by nisk-based products increased by 330,000. This increase was driven by the acquisition of Golden Rule
in November 2003, which resulted in the addition of 430,000 individuals served, pardally offset by
customers converting to self-funded, fee-based arrangements and UnitedHealthcare’s targeted withdrawal
of risk-based offerings from unprofitable arrangements with customers using multiple benefit carriers.
Ovations’ year-over-year Medicare Advantage enrollment remained relatively stable, with 230,000
individuals served as of December 31, 2003. Medicaid enrollment increased by 75,000, or 7%, due to
strong growth in the number of individuals served by AmeriChoice over the past year.
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Uniprise

Uniprise revenues in 2003 were $3.1 billion, representing an increase of 14% over 2002. This increase was
driven primarily by growth of 6% in the number of individuals served by Uniprise during 2003, annual
service fee rate increases for selfinsured customers, and a change in customer funding mix during 2002.
Uniprise served 9.1 million individuals and 8.6 million individuals as of December 31, 2003 and 2002,
respectively.

Uniprise earnings from operations in 2003 were $610 million, representing an increase of 18% over
2002. Operating margin for 2003 improved to 19.6% from 19.0% in 2002. Uniprise has expanded its
operating margin through operating cost efficiencies derived from process improvements, technology
deployment and cost management initiatives that have reduced labor and occupancy costs in its
transaction processing and customer service, billing and enrollment functions.

Specialized Care Services

Specialized Care Services revenues during 2003 of $1.9 billion increased by $369 million, or 24%,
over 2002. This increase was principally driven by an increase in the number of individuals served by
United Behavioral Health, its behavioral health benefits business; Dental Benefit Providers, its dental
services business; and Spectera, its vision care benefits business; as well as rate increases related to
these businesses.

Earnings from operations in 2008 of $385 million increased $99 million, or 35%, over 2002.
Specialized Care Services' operating margin increased to 20.5% in 2003, up from 19.0% in 2002. This
increase was driven primarily by operational and productivity improvements at United Behavioral Health.
Ingenix
Ingenix revenues in 2003 of $574 million increased by $83 million, or 17%, over 2002. This was driven
primarily by new business growth in the health information business. Eamings from operations in 2003
were $75 million, up $20 million, or 36%, from 2002. Operating margin was 13.1% in 2003, up from
11.2% in 2002. The increase in the operating margin was primarily due to growth in the health
informaton business.

Financial Condition. Liquidity and Capital Resources at December 21, 2004

LIQUIDITY AND CAPITAL RESOURCES

We manage our cash, investments and capital structure so we are able to meet the short- and long-term
obligations of our business while maintaining strong financial flexibility and liquidity. We forecast, analyze
and monitor our cash flows to enable prudent investment management and financing within the confines
of our financial strategy.

Our regulated subsidiaries generate significant cash flows from operations. A majority of the assets
held by our regulated subsidiaries are in the form of cash, cash equivalents and investments. After
considering expected cash flows from operating activities, we generally invest cash of regulated
subsidiaries that exceed our short-term obligations in longer term, investment-grade, marketable debt
securities to improve our overall investment return. Factors we consider in making these investment
decisions include our board of directors’ approved investment policy, regulatory limitations, return
objectives, tax implications, risk tolerance and mamrity dates. Our long-term investments are also available
for sale to meet short-term liquidity and other needs. Cash in excess of the capital needs of our regulated
entifies are paid to their nonregulated parent companies, typically in the form of dividends, for general
corporate use, when and as permitted by applicable regulations.
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Our non-regulated businesses also generate significant cash from operations for general corporate
use. Cash flows generated by these entities, combined with the issuance of commercial papcr, long-term
debt and the availability of committed credit facilities, further strengthen our operating and financial
flexibility. We generally use these cash flows to reinvest in our businesses in the form of capital
expenditures, to expand the depth and breadth of our services r_hrough business acquisitions, and to
repurchase shares of our common stock, depending on market conditions.

Cash flows generated from operating activities, our primary source of liquidity, are principally from
net earnings, excluding depreciation and amortization. As a result, any future decline in our profitability
tnay have a negative impact on our liquidity. The level of profitability of our risk-based business depends
in large part on our ability to accurately predict and price for health care and operating cost increases.
This risk is partially mitigated by the diversity of our other businesses, the geographic diversity of our
risk-based business and our disciplined underwriting and pricing processes, which seek to match premium
rate increases with future health care costs. In 2004, a hypothetical unexpected 1% increase in commercial
insured medical costs would have reduced net earnings by approximately $105 million.

The availability of financing in the form of debt or equity is influenced by many factors, including
our profitability, operating cash flows, debt levels, debt ratings, debt covenants and other contractual
restrictions, regulatory requirements and market conditions. We believe that our strategies and actions
toward maintaining financial flexibility mirigate much of this risk.

CASH AND INVESTMENTS
Cash flows from operating activities were $4.1 billion in 2004, representing an increase over 2003 of
$1.1 billion, or 38%. This increase in operating cash flows resulted primarily from an increase of
$871 million in net income excluding depreciation, amortization and other noncash items. Additionally,
operating cash flows increased by $261 million due to cash generated by working capital changes, driven
in part by improved cash collections leading to decreases in accounts receivable and increases in unearned
premiums, and an increase in medical costs payable. As premium revenues and rclated medical costs
increase, we generate incremental operating cash flows because we collect premium revenues in advance
of the claim payments for related medical costs.

‘We maintained a strong financial condition and liquidity position, with cash and investments of
$12.3 billion at December 31, 2004. Total cash and investments increased by $2.8 billion since December 31,
2003, primarily due to $2.4 billion in cash and investments acquired in the Oxford and MAMSI acquisitions
and strong operating cash flows, partially offset by common stock repurchases, cash paid for business
acquisitions and capital expenditures.

As further described under Regulatory Capital and Dividend Restrictions, many of our subsidiaries
are subject to various government regulations that restrict the timing and amount of dividends and
other distributions that may be paid to their parent companies. At December 31, 2004, approximately
$297 million of our $12.3 billion of cash and investments was held by non-regulated subsidiaries. Of this
amount, approximately $37 million was segregated for future regulatory capital needs and the remainder
was available for general corporate use, including acquisitions and share repurchases.

FINANCING AND INVESTING ACTIVITIES

In addition to our strong cash flows generated by operating activities, we use commercial paper and
debt to maintain adequate operating and financial flexibility. As of December 31, 2004 and 2003, we had
commercial paper and debt outstanding of approximately $4.0 billion and $2.0 billion, respectively.

Our debt-to-total-capital ratio was 27.3% and 27.8% as of December 31, 2004 and December 31, 2003,
respectively. We believe the prudent use of debt leverage optimizes our cost of capital and return on
shareholders’ equity, while maintaining appropriate liquidity.
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On July 29, 2004, our Health Care Services business segment acquired Oxford. Under the terms of the
purchase agreement, Oxford shareholders received 0.6357 shares of UnitedHealth Group common stock
and $16.17 in cash for each share of Oxford common stock they owned. Total consideration issued was
approximately $5.0 billion, comprised of approximately 52.2 million shares of UnitedHealth Group
common stock (valued at approximately $3.4 billion based upon the average of UnitedHealth Group's
share closing price for two days before, the day of and two days after the acquisiuon announcement date
of April 26, 2004), approximately $1.3 billion in cash and UnitedHealth Group vested common stock
options with an estimated fair value of $240 million issued in exchange for Oxford’s outstanding vested
common stock options.

On February 10, 2004, our Health Care Services business segment acquired MAMSI. Under the terms
of the purchase agreement, MAMSI shareholders received 0.82 shares of UnitedHealth Group common
stock and $18 in cash for each share of MAMSI common stock they owned. Total consideration issued
was approximately $2.7 billion, comprised of 36.4 million shares of UnitedHealth Group common stock
(valued at $1.9 billion based upon the average of UnitedHealth Group’s share closing price for two days
before, the day of and two days after the acquisition announcement date of October 27, 2003) and
approximately $800 million in cash.

On December 10, 2004, our Uniprise business segment acquired Definity. Under the terms of the
purchase agreement, we paid $305 million in cash in exchange for all of the outstanding stock of Definity.
Available cash and commercial paper issuance financed the Definity purchase price.

In July 2004, we issued $1.2 billion of commercial paper to fund the cash portion of the Oxford purchase
price. In August 2004, we refinanced the commercial paper by issuing $550 million of 3.4% fixed-rate
notes due August 2007, $450 million of 4.1% fixed-rate notes due August 2009 and $500 million of
5.0% fixed-rate notes due August 2014.

In February 2004, we issued $250 million of 3.8% fixed-rate notes due February 2009 and $250 million
of 4.8% fixed-rate notes due February 2014 We used the proceeds from the February 2004 borrowings
to finance a majority of the cash portion of the MAMSI purchase price as described above.

In December and March 2008, we issued $500 million of four-year, fixed-rate notes and $450 million
of 10-year, fixed-rate notes with interest rates of 3.3% and 4.9%, respectively. We used the proceeds from
the 2003 borrowings to repay commercial paper and maturing term debt, and for general corporate
purposes including working capital, capital expenditures, business acquisitions and share repurchases.

We entered into interest rate swap agrecments to Convert our interest exposure on a majority of these
2003 and 2004 borrowings from a fixed to a variable rate. The interest rate swap agreements on these
borrowings have aggregate notional amounts of $2.9 billion. At December 31, 2004, the rate used to
accrue interest expense on these agreements ranged from 2.3% to 3.3%. The differential between the
fixed and variable rates 1o be paid or received is accrued and recognized over the life of the agreements
as an adjustment to interest expense in the Consolidated Statements of Operations.

In June 2004, we executed 2 $1.0 billion five-year revolving credit facility to support our commercial
paper program. This credit facility replaced our existing $450 million revolving facility that was set to
expire in July 2005, and our $450 million, 364-day facility that was set to expire in July 2004. As of
December 31, 2004, we had no amounts outstanding under this credit facility. Commercial paper
increased from $79 million at December 31, 2003, to $273 million at December 31, 2004.

Our debt arrangements and credit facility contain various covenants, the most restrictive of which
require us to maintain a debt-to-total-capital ratio (calculated as the sum of commercial paper and debt
divided by the sum of commercial paper, debt and shareholders’ equity) below 45% and to exceed
specified minimurm interest coverage levels. We are in compliance with the requirements of all debt
covenants.
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Our senior debt is rated “A” by Standard & Poor’s (S&P) and Fitch, and “A3” with a positive outlook
by Moody’s. Qur commercial paper is rated “A-1” by S&P, “F-1" by Firch, and “P-2" with a positive outlook
by Moody’s. Consistent with our intention of maintaining our senior debt ratings in the “A” range, we
intend to maintain our debtto-total-capital ratio at approximately 30% or less. A significant downgrade
in our debt or commercial paper ratings could adversely affect our borrowing capacity and costs.

Under our board of directors’ authorization, we maintain a common stock repurchase program.
Repurchases may be made from time to time at prevailing prices, subject to certain restrictions on volume,
pricing and timing. During 2004, we repurchased 51.4 million shares at an average price of approximately
$68 per share and an aggregate cost of approximately $3.5 billion. As of December 31, 2004, we had board
of directors’ authorization to purchase up to an additional 54.6 million shares of our common stock.

Qur common stock repurchase program is discretionary as we are under no obligation to repurchase
shares. We repurchase shares because we believe it is 2 prudent use of capital. A decision by the company
to discontinue share repurchases would significantly increase our liquidity and financial flexibility.

Under our 5-3 shelf registration staterent (for common stock, preferred stock, debt securities and
other securities), the remaining issuing capacity of all covered secunities is $500 million. We intend to file
anew $-3 shelf registration statement during the first half of 2005 to increase our remaining issuing
capacity. We may publicly offer securities from time to time at prices and terms to be determined at the
time of offering. Under our $-4 acquisition shelf registration statement, we have remaining issuing
capacity of 24.3 million shares of our common stock in connection with acquisition activities. We filed
separate 5-4 registration statements for the 36.4 million shares issued in connection with the February 2004
acquisition of MAMSI and for the 52.2 million shares issued in connection with the July 2004 acquisition
of Oxford described previously.

CONTRACTUAL OBLIGATIONS, OFF-BALANCE SHEET ARRANGEMENTS AND COMMITMENTS
The following table summarizes future obligations due by period as of December 31, 2004, under our
various contractual obligations, off-balance sheet arrangements and commitments (in millions):

2005 2006 to 2007 2008 to 2009 Thereafter Total
Debt and Commercial Paper? $ 673 $ 950 $1,200 $1,200 $ 4,023
Operating Leases 126 222 140 149 637
Purchase Obligations* 103 69 12 - 184
Future Policy Benefits® 107 272 224 1,173 1,776
Other Long-Term Obligations* - - 58 212 270
_ Total Conuractual Obligations $1,009 $1,513 $1,634 $2,734 $ 6,890

1 Debt payments could be accelerated upon violation of debt covenants. We believe the likelihood of a debt covenant violation is remote.
2 Mipimum commitments under existing purchase obligations for goods and services.

3 Estimated payments required under life and anpnuity contracts.

4 Includes obligations associated with certain employee benefit programs and minarity interest purchase commitments.

Currently, we do not have any other material contractual obligations, off-balance sheet arrangements or
commitments that require cash resources; however, we continually evaluate opportunities 1o expand our
operations. This includes internal development of new products, programs and technology applications,
and may include acquisitions.
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AARP

In Januvary 1998, we entered into a 10-year contract to provide health insurance products and services
to members of AARP. These products and services are provided to supplement benefits covered under
traditional Medicare. Under the terms of the contract, we are compensated for transaction processing
and other services as well as for assuming underwriting risk. We are also engaged in product development
activities to complement the insurance offerings under this program. Premium revenues from our
portion of the AARP insurance offerings were approximately $4.5 billion in 2004, $4.1 billion in 2003
and $3.7 billion in 2002.

The underwriting gains or losses related to the AARP business are directly recorded as an increase
or decrease to a rate stabilization fund (RSF). The primary components of the underwriting results are
premium revenue, medical costs, investment income, administrative expenses, member services expenses,
marketing expenses and premjum taxes. Underwriting gains and losses are recorded as an increase
or decrease to the RSF and accrue to the overall benefit of the AARP policyholders, unless cumulative
net Josses were to exceed the balance in the RSF. To the extent underwriting losses exceed the balance in
the RSF, we would have to fund the deficit. Any deficit we fund could be recovered by underwriting gains
in future periods of the contract. To date, we have not been required to fund any underwriting deficits.
As further described in Note 11 to the consolidated financial statements, the RSF balance is reported in
Other Policy Liabilities in the accompanying Consolidated Balance Sheets. We believe the RSF balance
is sufficient to cover potential future underwriting or other risks associated with the contract.

Regulatory Capital and Dividend Restrictions

‘We conduct a significant portion of our operations through companies that are subject to standards
established by the National Association of Insurance Commissioners (NAIC). These standards, among
other things, require these subsidiaries to maintain specified levels of statutory capital, as defined by each
state, and restrict the timing and amount of dividends and other distributions that may be paid to their
parent comnpanies. Generally, the amount of dividend distributions that may be paid by a regulated
subsidiary, without prior approval by state regulatory authorities, is limited based on the entity’s level of
statutory net income and statutory capital and surplus. The agencies that assess our creditworthiness also
consider capital adequacy levels when establishing our debt ratings. Consistent with our intent to maintain
our senior debt ratings in the “A” range, we maintain an aggregate statutory capital level for our regulated
subsidiaries that is significantly higher than the minimum level regulators require. As of December 31, 2004,
our regulated subsidiaries had aggregate statutory capital of approximately $4.1 billion, which is significantly
more than the aggregate minimum regulatory requirements.

Critical Accounting Policies and Estimates

Critical accounting policies are those policies that require management to make the most challenging,
subjective or complex judgments, often because they must estimate the effects of matters that are
inherently uncertain and may change in subsequent periods. Critical accounting policies involve
judgments and uncertainties that are sufficiently sensitive to result in materially different results under
different assumptions and conditions. We believe our most critical accounting policies are those described
below. For a demailed discussion of these and other accounting policies, see Note 2 to the consolidated
financial statements.
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MEDICAL COSTS

Each reporting period, we estimate our obligations for medical care services that have been rendered

on behalf of insured consumers but for which claims have either not yet been received or processed, and
for liabilities for physician, hospital and other medical cost disputes. We develop estimates for medical
care services incurred but not reported using an actuarial process that is consistently applied, centrally
controlled and automated. The actuarial models consider factors such as time from date of service to
claim receipt, claim backlogs, seasonal variances in medical care consumption, provider contract rate
changes, medical care utilization and other medica) cost trends, membership volume and demographics,
benefit plan changes, and business mix changes related to products, customers and geography.
Depending on the health care provider and type of service, the typical billing lag for services can range
from two to 90 days from the date of service. Substantially all claims related 1o medical care services are
known and settled within nine to 12 months from the date of service. We estimate liabilities for physician,
hospital and other medical cost disputes based upon an analysis of potential outcomes, assuming a
combination of litigation and settlement strategies.

Each period, we re-examine previously established medical costs payable estimates based on actual
claim submissions and other changes in facts and circumstances. As the liability estimates recorded in
prior periods become more exact, we increase or decrease the amount of the estimates, and include the
changes in estimates in medical costs in the period in which the change is identified. In every reporting
period, our operating results include the effects of more completely developed medical costs payable
estimates associated with previously reported periods. If the revised estimate of prior period medical costs
is less than the previous estimate, we will decrease reported medical costs in the current period (favorable
development). If the revised estimate of prior period medical costs is more than the previous estimate, we
will increase reported medical costs in the current period (unfavorable development). Historically, the net
impact of estimate developments has represented less than one-half of 1% of annual medical costs, less
than 4% of annval earnings from operations and less than 3% of medical costs payable.

In order to evaluate the impact of changes in medical cost estimates for any particular discrete period,
one should consider both the amount of development recorded in the current period pertaining to prior
periods and the amount of development recorded in subsequent periods pertaining to the current period.
The accompanying table provides a summary of the net impact of favorable development on medical costs
and earnings from operations (in millions).

Favorable Net Impact on Medical Costs Earnings from Operations
Development Medical Costs (a) As Reponted As Adjusted (b) As Reported As Adjusted [.)
2001 $ 30 $ (40) $ 17,644 $ 17,604 $ 1,566 $ 1,606
2002 $ 70 $  (80) $18192 $18,112 $ 218 $ 2,266
2003 $ 150 $ (60) $ 20,714  $ 20,654 $ 2935 $ 2,995
ﬂ)'i $ 210 (c) $ 27,000 (c) $ 4101 (c)_

a) The amount of favorable development recorded in the current year pertaining to the prior year less the amount of favorable
development recorded in the subsequent year pertaining to the current year.

b) Represcnts reported amounts adjuseed to reflect the net impact of medical cost development.

¢) Notyet determinable as the amount of prior period development recorded in 2005 will change as our December 31, 2004
medical costs payable estimate develops throughout 2005.

Our estimate of medical costs payable represents management’s best estimate of the company’s liability
for unpaid medical costs as of December 31, 2004, developed using consistently applied actuarial
methods. Management believes the amount of medical costs payable is reasonable and adequate to cover
the company’s liability for unpaid claims as of December 31, 2004; however, actual claim payments may
differ from established estimates. Assuming a hypothetical 1% difference between our December 31, 2004
estimates of medical costs payable and actual costs payable, excluding the AARP business, 2004 earnings
from operations would increase or decrease by $46 million and diluted net earnings per common share

would increase or decrease by approximately $0.05 per share.
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LONG-LIVED ASSETS

As of December 31, 2004, we had long-lived assets, including goodwill, other intangible assets, property,
equipment and capitalized software, of $11.8 billion. We review our goodwill for impairment annually at
the reporting unit level, and we review our remaining long-lived assets for irnpairment when events and
changes in circumstances indicate we might not recover their carrying value. To determine the fair value
of the respective assets and assess the recoverability of our long-lived assets, we must make assumptions
about a wide variety of internal and external factors including estimated future utility and estimated future
cash flows, which in turn are based on estimates of future revenues, expenses and operating margins.

If these estimates or their related assumptions change in the future, we may be required to record
impairment charges for these assets that could materially affect our results of operations and shareholders’
equity in the period in which the impairment occurs.

INVESTMENTS

As of December 31, 2004, we had approximately $8.3 billion of investments, primarily held in marketable
debt securities. Qur investments are principally classified as available for sale and are recorded at fair
value. We exclude unrealized gains and losses on investments available for sale from earnings and report
them together, net of income tax effects, as a separate component in shareholders’ equity. We continually
monitor the difference between the cost and fair value of our investments. As of December 31, 2004, our
investments had gross unrealized gains of $215 million and gross unrealized losses of $11 million. If any
of our investments experience a decline in fair value that is determined to be other than temporary, based
on analysis of relevant factors, we record a realized loss in our Consolidated Statements of Operations.
Management judgment is involved in evaluating whether a decline in an investment’s fair value is other
than temporary. New information and the passage of time can change these judgments. We revise
impairment judgments when new information becomes known and record any resulting impairment
charges at that time. We manage our investment portfolio to limit our exposure to any one issuer or
industry and largely limit our investments to U.S. Government and Agency securities, state and municipal
securities, and corporate debt obligations that are investment grade.

REVENUES

Revenues are principally derived from health care insurance premiums. We recognize premium revenues
in the period eligible individuals are entitled to receive health care services. Customers are typically billed
monthly at a contracted rate per eligible person multiplied by the total number of people eligible to
receive services, as recorded in our records. Employer groups generally provide us with changes to their
eligible population one month in arrears. Each billing includes an adjustment for prior month changes in
eligibility status that were not reflected in our previous billing. We estimate and adjust the current period’s
revenues and accounts receivable accordingly. Our estimates are based on historical trends, premiums
billed, the level of contract renewal activity and other relevant information. We revise estimates of revenue
adjustments each period, and record changes in the period they become known.

CONTINGENT LIABILITIES

Because of the nature of our businesses, we are routinely involved in various disputes, legal proceedings
and governmental audits and investigations. We record liabilities for our estimates of the probable costs
resulting from these matters. Qur estimates are developed in consultation with outside legal counsel and
are based upon an analysis of potential results, assuming a combination of litigation and settlement
strategies and considering our insurance coverages, if any, for such matters. We do not believe any matters
currendy threatened or pending will have a material adverse effect on our consolidated financial position
or results of operations. It is possible, however, that future results of operations for any particular quarterly
or annual period could be materially affected by changes in our estimates or assumptions.
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Inflation

The current national health care cost inflaton rate significantly exceeds the general inflation rate.
‘We use various strategies to lessen the effects of health care cost inflation. These include setting
commercial premiums based on anticipated health care costs and coordinating care with physicians
and other health care providers. Through contracts with physicians and other health care providers,
we emphasize preventive health care, appropriate use of health care services consistent with clinical
performance standards, education and closing gaps in care.

We believe our strategies to mitigate the impact of health care cost inflation on our operating results
have been and will continue to be successful. However, other factors including competitive pressures, new
health care and pharmaceutical product introductions, demands from physicians and other health care
providers and consumers, major epidemics, and applicable regulations may affect our ability to control the
impact of health care cost inflation. Because of the narrow operating margins of our risk-based products,
changes in medical cost rends that were not anticipated in establishing premiuru rates can create
significant changes in our financial results.

Legal Matters

Because of the nature of our businesses, we are routinely made party to a variety of legal actions related to
the design, management and offerings of our services. We record liabilities for our estimates of probable
costs resulting from these marters, These matters include, but are not limited to, claims relating 1o health
care benefits coverage, medical malpractice actions, contract disputes and claims related 1o disclosure of
certain business praciices. Following the events of September 11, 2001, the cost of business insurance
coverage increased significantly. As a result, we have increased the amount of risk that we selfinsure,
particularly with respect to matters incidental to our business.

In Re: Managed Care Litigation: MDL No. 1334. Beginning in 1999, a series of class action lawsuits
were filed against us and virtually all major endities in the health benefits business. In December 2000,
a multidistrict litigation panel consolidated several litigation cases involving UnitedHealth Group and
our affiliates in the Southern District Court of Florida, Miami division. Generally, the health care provider
plaintiffs allege violations of ERISA and RICO in connection with alleged undisclosed policies intended
to maximize profits. Other allegations include breach of state prompt payment laws and breach of
contract claims for failure to tmely reimburse providers for medical services rendered. The consolidated
suits seek injunctive, compensatory and equitable relief as well as restitution, costs, fees and interest
payments. The trial court granted the health care providers’ motion for class certification and that order
was reviewed by the Eleventh Circuit Court of Appeals. The Eleventh Circuit affirmed the class action
status of the RICO claims, but reversed as to the breach of contract, unjust enrichinent and prompt
payment claims. Through a series of motions and appeals, all direct claims against UnitedHealthcare have
been compelled to arbitration. The trial court has denied UnitedHealthcare’s further motion to compel
the secondary RICO claims to arbitration and the Eleventh Circuit affirmed that order. A wial date has
been set for September 2005. The trial court has ordered that the trial be bifurcated into separate liability
and damage proceedings.
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The American Medical Association et al. v. Metropolitan Life Insurance Company, United HealthCare
Services, Inc. and UnitedHealth Group. On March 15, 2000, the American Medical Association filed a
lawsuit against the company in the Supreme Court of the State of New York, County of New York. On
April 13, 2000, we removed this case to the United States District Court for the Southern District of
New York. The suit alleges causes of action based on ERISA, as well as breach of contract and the implied
covenant of good faith and fair dealing, deceptive acts and practices, and trade libel in connection with
the calculation of reasonable and customary reimbursement rates for non-network providers. The suit
seeks declaratory, injunctive and compensatory relief as well as costs, fees and interest payments. An
amended complaint was filed on August 25, 2000, which alleged two classes of plaintiffs, an ERISA class
and a non-ERISA class. After the Court dismissed certain ERISA claims and the claims brought by the
American Medical Association, a third amended complaint was filed. On October 25, 2002, the court
granted in part and denied in part our motion to dismiss the third amended complaint. On May 21, 2003,
we filed a counterclaim complaint in this matter alleging antitrust violations against the American Medical
Association and asserting claims based on improper billing practices against an individual provider
plaintiff. On May 26, 2004, we filed a motion for partial summary judgment seeking the dismissal of
certain claims and parties based, in part, due to lack of standing. On July 16, 2004, plainuffs filed 2a motion
for leave to file an amended complaint, seeking to assert RICO violations.

Although the results of pending litigation are always uncertain, we do not believe the results of any
such actions currently threatened or pending, includiﬁg those described above, will, individually or in
aggregate, have 2 material adverse effect on our consolidated financial position or results of operations.

Quaniitative and Qualitative Disclosures abour Market Risks

Market risk represents the risk of changes in the fair value of a financial instrument caused by changes in
interest rates or equity prices. The company’s primary market risk is exposure to changes in interest rates
that could impact the fair value of our investments and long-term debt

Approximately $12.0 billion of our cash equivalents and investments at December 31, 2004 were debt
securities. Assuming a hypothetical and immediate 1% increase or decrease in interest rates applicable
to our fixed-income investment portfolio at December 31, 2004, the fair value of our fixed-income
investments would decrease or increase by approximately $355 million. We manage our investment
portfolio to limit our exposure to any one issuer or industry and largely limit our investments to
U.S. Government and Agency securities, state and municipal securities, and corporate debt obligations
that are investment grade.

To mitigate the financial impact of changes in interest rates, we have entered into interest rate
swap agreements to more closely match the interest rates of our long-term debt with those of our cash
equivalents and short-term investments. Including the impact of our interest rate swap agreements,
approximately $3.2 billion of our commercial paper and debt had variable rates of interest and $825 million
had fixed rates as of December 31, 2004. A hypothetical 1% increase or decrease in interest rates would
not be material to the fair value of our commercial paper and debt.

At December 31, 2004, we had $207 million of equity investments, primarily held by our
UnitedHealth Capital business in various public and non-public companies concentrated in the areas
of health care delivery and related information technologies. Market conditions that affect the value
of health care or technology stocks will likewise impact the value of our equity portfolio.
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Concentrations of Credit Risk

Investments in financial instruments such as marketable securities and accounts receivable may subject
UnitedHealth Group to concentrations of credit risk. Our investments in marketable secuntes are
managed under an invesoment policy authorized by our board of directors. This policy limits the amounts
that may be invested in any one issuer and generally limits our investments to U.S. Government and
Agency securities, state and municipal securities and corporate debt obligations that are investment grade.
Concentrations of credit risk with respect to accounts receivable are imited due to the large number of
employer groups that constitute our customer base. As of December 31, 2004, there were no significant
concentrations of credit risk.

Cautionary Statements

The statements contained in Results of Operations and other sections of this Annual Report include
forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995
(PSLRA). When used in this report, the words and phrases “believes,” “anticipates,” “intends,” “will likely
result,” “estimates,” “projects” and similar expressions are intended to identify such forward-looking
statements. These forward-looking statements involve risks and uncertainties that may cause the
company’s actual results to differ materially from the results discussed in the forward-looking statements.
Statements that are not strictdy historical are “forward-looking” and known and unknown risks may cause
actual results and corporate developments to differ materially from those expected. Except to the extent
otherwise required by federal securities laws, we do not undertake to address or update each statement
in future filings or communications, and do not undertake to address how any of these factors may have
cansed results to differ from discussions or information contained in previous filings or communications.
Any or all forward-looking statements in this report and in any other public statements we make may turn
out to be inaccurate. They can be affected by inaccurate assurptions we might make or by known or
unknown risks and uncertainties.

Many factors will be important in determining future results. Consequently, no forwardlooking
statement can be guaranteed. Actual future results may vary materially from those expressed in our prior
communications. Factors that could cause results and developments to differ materially from expectations
include, without limitation, (a) increases in medical costs that are higher than we anticipated in
establishing our premium rates, including increased consumption of or costs of medical services;

(b) increases in costs associated with increased litigation, legislative activity and government regulation
and review of our industry; (c) possible impairment of the value of our intangible assets if future results
do not adequately support goodwill and intangible assets recorded for businesses that we acquire;

(d) heightened competition as a result of new entrants into our market, and consolidation of health care
companies and suppliers; (e) failure to maintain effective and efficient information systems, which could
result in the loss of existing customers, difficulties in attracting new customers, difficultics in determining
medical costs estimates and appropriate pricing, customer and physician and health care provider
disputes, regulatory violatons, increases in operating costs or other adverse consequences; (f) events

that may negatively affect our contract with AARP; (g) misappropriation of our proprietary technology;
(h) our ability to execute contracts on favorable terms with physicians, hospitals and other service
providers; (i) increased competition and other uncertainties resulting from changes in Medicare laws; and
(j) potential effects of terrorism, particularly bioterrorism, including increased use of health care services,
distuption of information and payment systems, and increased health care costs. Additional information
about these risks, uncertainties and other matters ¢an be found in our Annual Report on Form 10K for
the year ended December 31, 2004.

UNITEDHEALTH GROUP
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L CONSOLIDALED S IATENMENTS OF OPEHATIONS

For the Year Ended December 31,

(in millions, except per share data) 2004
REVENUES
Premiums $ 33,495
Services 3,335
_ Investment and Other Income 388
Total Revenues ) 37,218

MEDICAL AND OPERATING COSTS

Medical Costs 27,000
Operating Costs 5,743
Depreciation and Amortization 374
_ Total Medical and Operating Costs 33,117
EARNINGS FROM OPERAYIONS 4,101
_ Interest Expense {128)
EARNINGS BEFORE INCOME TAXES 3,973
Provision for Income Taxes {1,386)
NET EARNINGS $ 2,587
BASIC NET EARNINGSE PER COMMON SHARE $ 413
DILUTED NET EARNINGS PER COMMON SHARE $ 3.94

BASIC WEIGHTED-AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING 626
DILUTIVE EFFECT OF OUTSTANDING STOCK OPTIONS 30

DILUTED WEIGHTED-AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING 656

See Notes to Consolidated Financial Statements.
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2003

$ 25,448
3,118
257
28,823

20,714
4,875
299
25,888

2,985
(95)

2,840
(1,015)

$ 1,825

617

2002

$ 21,906
2,894
220
25,020

18,192
4,387
255
22,834

2,186
(90

2,096
(749)

$ 1,352
$ 293
$ 213

607
29

636



| CONSOLIDATED BALANCE SHE] :Il-‘-

As of December 31,
(in millions, except per share data) 2004 2003
ASSETS
Current Assets
Cash and Cash Equivalents $ 3,991 $ 2,262
Short-Term Invesiments 514 486
Accounts Receivable, net of allowances of $101 and $88 906 745
Assets Under Management 1,930 2,019
Deferred Income Taxes 353 269
__Other Current Assets 547 339
Total Current Assets 8,241 6,120
Long-Term Investments 7,748 6,729
Property, Equipment and Capitalized Software, net of accumulated
depreciation and amortization of $660 and $538 1,139 1,032
Goodwill 9,470 3,509
Other Intangible Assets, net of accumulated amortization of $103 and $43 1,205 180
_ Other Assets 76 64
TOTAL ASSETS ' $ 27,879 $ 17,634
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Medical Costs Payable $ 5540 $ 4152
Accounts Payable and Accrued Liabilides 2,107 1,575
Other Policy Liabilities 1,933 2,117
Commiercial Paper and Current Maturities of Long-Term Debt 673 229
__ Uneamed Premiums 1,076 695
Total Current Liabilities 11,329 8,768
Long-Term Debt, less current maturities 3,350 1,750
Future Policy Benefits for Life and Annuity Contracts 1,669 1,517
Deferred Income Taxes and Qther Liabilities 814 47
Commitments and Contingencies (Note 12)
Shareholders’ Equity
Common Stock, $0.01 par value ~ 1,500 shares authorized;

643 and 583 shares outstanding 6 [
Additional Paid-In Capital 3,095 58
Retained Earnings 7,484 4,915
Accumulated Qther Comprehensive Income:

Net Unrealized Gains on Investments, net of tax effects 132 149

TOTAL SHAREHOLDERS' EQUITY 10,717 5,128

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $ 27,8719 $ 17,634

See Notes to Consolidated Financial Statements.
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| CONSOLIDATED STATEMENTS OF CHANGES TN SHAREHOLDERS. EOULTY

(in millions)

BALANCE AT DECEMBER 31, 2001

Issuances of Common Stock,

and related tax benefits
Common Stock Repurchases
Comprehensive Income

Net Earnings

Other Comprehensive Income Adjustments

Change in Net Unrealized Gains
on Invesunents, net of tax effects
Comprehensive Income

Common Stock Dividend

BALANCE AT DECEMBER 31, 2002
Issuances of Common Stock,
and related tax benefits
Common Stock Repurchases
Comprehensive Income
Net Earnings
Other Comprehensive Income Adjustments
Change in Net Unrealized Gains
on Investments, net of tax effects
Comprehensive Income
Common Stock Dividend

BALANCE AT DECEMBER 31, 2003
Issuances of Common Stock,
and related tax benefits
Common Stock Repurchases
Comprehensive Income
Net Earnings
Other Comprehensive Income Adjustments
Change in Net Unrealized Gains
on Investments, net of tax effects
Comprehensive Income
_ Common Stock Dividend

BALANCE AT DECEMBER 31, 2004

See Notes to Consolidated Financial Statements.
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Gommon Stock
Shares Amount
617 $ 6
26 -
(44) -
599 6
17 -
(33) -
583 6
m 1
(52} (1)
643 $ 6

Additional
Paid-in
Capitat

$ 36

905
(771)

170

490
(602)

$3,095

Retained
Earnings

$ 3,805

(1,044)

1,352

2,587

(18)

$7484

Net Unrealized

Gaing on
Investments

$ 4

104

148

(17

$ 132

Total

Shareholders’ Comprahensive

Equity
$ 3,891

905
(1,815)

1,352

104
(9
4,428

490
(1,607)

(17)
{18)

$10,717

Income

$1,352

104
$1,456

$ 2,587

)
$ 2,570




L CONEODIDALED B TATERMEN TS OF CARE ELOMWS |

(in millions)

OPERATING ACTIVITIES
Net Earnings
Noncash Items
Depreciation and Amortization
Deferred Income Taxes and Other
Net Change in Other Operating Items, net of effects
from acquisitions, and changes in AARP balances
Accounts Receivable and Other Current Assets
Medical Costs Payable
Accounts Payable and Accrued Liabilities
Other Policy Liabilities
Uneamed Premiums
CASH FLOWS FROM OPERATING ACTIVITIES

INVESTING ACTIVITIES
Cash Paid for Acquisitions, net of cash assumed and other effects
Purchases of Property, Equipment and Capitalized Software
Purchases of Investments
Maturities and Sales of Investments
CASH FLOWS USED FOR INVESTING ACTIVITIES

FINANCING ACTIVITIES
Proceeds from (Payments of) Commercial Paper, net
Proceeds from Issuance of Long-Term Debt
Payments for Retirement of Long-Term Debt
Common Stock Repurchases
Proceeds from Common Stock Issuances
Dividends Paid
Other

o CASH FLOWS USED FOR FINANCING ACTIVITIES

INCREASE {(DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF PERIOD

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINANCING ACTIVITIES

Common Stock Issued for Acquisidons

See Notes to Consolidated Financial Statements.

For the Year Ended December 31,

2004

$ 2587

374
125

(30)
322
586

37

134

4,135

(2,225)
(350)
{3,190)
4121
(1,644}

194
2,000
(150)
(3,446)
583
(18)
75
(762)

1,729
2,262

$ 39

$ 5567

2003 2002

$ 182 $ 1352

299 955
91 154
(46) 83
276 74
460 493
87 70

1 12
3,008 2,493
(590) (302)
(352) (419)
(2,583) (3,246)
2,780 2,576
(745) (1,391)
(382) (223)
950 400
(330) -
(1,607) (1,815)
268 9205
9) ©)

4 —
(1,126) (1,442)
1,182 (410)
1,130 1,540

$ 2262 $ 1,130

$ - $ 567
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L NOTES 10 CONSOLIDATED FINANCIAL S 'A‘lﬂ\'llﬂﬂll.‘i

1 Description of Business

UnitedHealth Group Incorporated (also referred to as “UnitedHealth Group,” “the company,” “we,” “us,”
and “our”) is a diversified health and well-being company dedicated to making health care work better.
Through strategically aligned, market-defined businesses, we design products, provide services and apply
technologies that improve access to health and well-being services, simplify the health care experience,
promote quality and make health care more affordable.

2 Summary of Significant Accounting Policies

BASIS OF PRESENTATION

We have prepared the consolidated financial statements according to accounting principles generally
accepted in the United States of America and have included the accounts of UnitedHealth Group and
its subsidiaries. We have eliminated all significant intercompany balances and transactions.

USE OF ESTIMATES

These consolidated financial statements include certain amounts that are based on our best estimates
and judgments. These estimates require us to apply complex assumptions and judgments, often because
we must make estimates about the effects of matters that are inherently uncertain and will change in
subsequent periods. The most significant estimates relate to medical costs, medical costs payable,
contingent liabilides, intangible asset valuations, asset impairments and revenues. We adjust these
estimates each period, as more current information becornes available. The impact of any changes in
estimates is included in the determination of earnings in the period in which the estimate is adjusted.

REVENUES

Premium revenues are primarily derived from risk-based health insurance arrangements in which

the premium is fixed, typically for a one-year period, and we assume the economic tisk of funding our
customers’ health care services and related administrative costs. We recognize premium revenues in the
period in which eligible individuals are entitled to receive health care services. We record health care
premium payments we receive from our customers in advance of the service period as unearned
premiums.

Service revenues consist primarily of fees derived from services performed for customers that
selfinsure the medical costs of their employees and their dependents. Under service fee contracts, we
recognize revenue in the period the related services are performed based upon the fee charged to the
customer. The customers retain the risk of financing medical benefits for their employees and their
employees’ dependents, and we administer the payment of customer funds to physicians and other health
care providers from customer-funded bank accounts. Because we do not have the obligation for funding
the medical expenses, nor do we have responsibility for delivering the medical care, we do not recognize
gross revenue and medical costs for these contracts in our consolidated financial statements.

For both premium risk-based and fee-based customer arrangements, we provide coordination and
facilitation of medical services; transaction processing; customer, consurner and care provider services;
and access to contracted networks of physicians, hospitals and other health care professionals.

UNITEDHEALTH GROUP



MEDICAL COSTS AND MEDICAL COSTS PAYABLE

Medical costs and medical costs payable include estimates of our obligations for medical care services
that have been rendered on behalf of insured consumers but for which we have either not yet received

or processed claims, and for liabilities for physician, hospital and other medical cost disputes. We develop
estimates for medical costs incurred but not reported using an actuarial process that is consistently
applied, centrally controlled and automated. The actuanal models consider factors such as ume from
date of service to claim receipt, claim backlogs, provider contract rate changes, medical care consumption
and other medical cost trends. Each period, we re-examine previously established medical costs payable
estimates based on actual claim submissions and other changes in facts and circumstances. As the liability
estimates recorded in prior periods become more exact, we increase or decrease the amount of the
estimates, and include the changes in estimates in medical costs in the period in which the change

is identified. In every reporting period, our operating results include the effects of more completely
developed medical costs payable estimates associated with previously reported periods.

CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash and cash equivalents are highly liquid investments that generally have an original maturity of three
months or less. The fair value of cash and cash equivalents approximates their carrying value because of
the short marurity of the instruments. Investments with maturities of less than one year are classified as
short-term. We may sell investments classified as long-term before their maturities to fund working capital
or for other purposes. Because of regulatory requirements, certain investments are included in long-term
investments regardless of their maturity date. We classify these investments as held to maturity and report
them at amortized cost. All other investments are classified as available for sale and reported at fair value
based on quoted market prices.

We exclude unrealized gains and losses on investments available for sale from earnings and report it,
net of income tax effects, as a separate component of shareholders’ equity. We continually monitor the
difference between the cost and estimated fair value of our investments. If any of our investments
experiences a decline in value that is determined to be other than temporary, based on analysis of relevant
factors, we record a realized loss in Investment and Other Income in our Consolidated Statements of
Operations. To calculate realized gains and losses on the sale of investments, we use the specific cost or
amortized cost of each investrnent sold.

ASSETS UNDER MANAGEMENT

We administer certain aspects of AARP’s insurance program (see Note 11). Pursuant to our agreement,
AARP assets are managed separately from our general investment portfolio and are used to pay costs
associated with the AARP program. These assets are invested at our discretion, within investment
guidelines approved by AARP. We do not gnarantee any rates of return on these investments and, upon
transfer of the AARP contract to another entity, we would transfer cash equal in amount to the fair value
of these investments at the date of transfer to that entity. Because the purpose of these assets is to fund the
medical costs payable, the rate stabilization fund (RSF) liabilities and other related liabilities associated
with the AARP contract, assets under management are classified as current assets, consistent with the
classification of these liabilities. Interest earnings and realized investment gains and losses on these assets
accrue to the overall benefit of the AARP policyholders through the RSF. As such, they are not included
in our earnings.

UNITEDHEALTH GROUF
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PROPERTY, EQUIPMENT AND CAPITALIZED SOFTWARE

Property, equipment and capitalized software is stated at cost, net of accumulated depreciation and
amortzation, Capitalized software consists of certain costs incurred in the development of internal-use
software, including external direct costs of materials and services and payroll costs of employees devoted
10 specific software development.

We calculate depreciation and amortization using the straightline method over the estimated useful
lives of the assets. The useful lives for property, equipment and capitalized software are: from three to
seven years for furniture, fixtures and equipment; from 35 to 40 years for buildings; the shorter of the
useful life or remaining lease term for leasehold improvements: and from three to nine years for
capitalized software. The weighted-average useful life of property, equipment and capitalized software
at December 31, 2004, was approxirnately five years. The net book value of property and equipment was
$543 million and $503 million as of December 31, 2004 and 2003, respectively. The net book value of
capitalized software was $596 million and $529 million as of December 31, 2004 and 2003, respectively.

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the amount by which the purchase price and transaction costs of businesses we have
acquired exceed the estimated fair value of the net tangible assets and separately identifiable intangible
assets of these businesses. Goodwill and intangible assets with indefinite useful lives are not amortized,
but are tested at least annually for impairment. Intangible assets with discrete useful lives are amortized
on a straightline basis over their estimated useful lives.

LONG-LIVED ASSETS

We review long-lived assets, including property, equipment, capitalized software and intangible assets,
for events or changes in ¢ircumstances that would indicate we might not recover their carrying value.
We consider many factors, including estimated future utility and cash flows associated with the assets, to
make this decision. An impairment charge is recorded for the amount by which an asset’s carrying value
exceeds its estimated fair value. We record assets held for sale at the lower of their carrying amount or
fair value, less any costs for the final settlement.

OTHER POLICY LIABILITIES

Other policy liabilities include the RSF associated with the AARP program (see Note 11), customer
balances related to experience-rated insurance products and the current portion of future policy benefits
for life insurance and annuity contracts. Customer balances represent excess customer payments and
deposit accounts under experience-rated contracts. At the customer’s option, these balances may be
refunded or used to pay future premiums or claims under eligible contracts.

INCOME TAXES

Deferred income tax assets and liabilities are recognized for the differences between the financial and
income tax reporting bases of assets and liabilities based on enacted tax rates and laws. The deferred
income tax provision or benefit generally reflects the net change in deferred income tax assets and
liabilities during the year, excluding any deferred income tax assets and liabilities of acquired businesses.
The current income tax provision reflects the tax consequences of revenues and expenses currently
taxable or deductible on various income tax returns for the year reported.

FUTURE POLICY BENEFITS FOR LIFE AND ANNUITY CONTRACTS

Future policy benefits for life insurance and annuity contracts represents account balances that accrue
to the benefit of the policyholders, excluding surrender charges, for universal life and investment
annuity products.
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POLICY ACQUISITION COSTS

For our health insurance contracts, costs related to the acquisition and renewal of customer contracts
are charged to expense as incurred. Our health insurance contracts typically have a one-year term and
may be cancelled upon 30 days notice by either the company or the customer.

STOCK-BASED COMPENSATION
We account for activity under our stock-based employee compensation plans under the recognition and
measurement principles of Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees.” Accordingly, we do not recognize compensation expense in connection with employee stock
option grants because we grant stock options at exercise prices not less than the fair value of our common
stock on the date of grant.

The following table shows the effect on net earnings and earnings per share had we applied the fair
value expense recognition provisions of Statement of Financial Accounting Standards (FAS) No. 123,
“Accounting for Stock-Based Compensation,” to stock-based employee compensation,

For the Year Ended December 31,

{in millions, except per share data) 2004 2003 2002
NET EARNINGS

As Reported $ 2,587 $ 1825 $ 1,352
__Compensation Expense, net of tax effect (132) 122) (101)

Pro Forma $ 2455 $ 1,708 $ 1.251
BASIC NET EARNINGS PER COMMON SHARE

As Reported $ 413 $ 310 $ 2923

Pro Forma $ 392 $ 289 $ 206
DILUTED NET EARNINGS PER COMMON SHARE

As Reported $ 3.94 $ 296 $ 213

Pro Forma $ 374 $ 276 $ 197
WEIGHTED-AVERAGE FAIR VALUE PER SHARE OF

OPTIONS GRANTED $ 19 $ 11 $ 14

Information on our stock-based compensation plans and data used to calculate compensation expense
in the table above are described in more detail in Note 9.

NET EARNINGS PER COMMON SHARE

We compute basic net earnings per common share by dividing net earnings by the weighted-average
number of common shares outstanding during the period. We determine diluted net earnings per
comron share using the weighted-average number of common shares outstanding during the period,
adjusted for potentally dilutive shares that might be issned upon exercise of common stock options.

DERIVATIVE FINANCIAL INSTRUMENTS

As part of our risk management strategy, we enter into interest rate swap agreements to manage our
exposure to interest rate risk. The differential between fixed and variable rates to be paid or received
is accrued and recognized over the life of the agreements as an adjustment to interest expense in the
Consolidated Statements of Operations. OQur existing interest rate swap agreements convert a portion
of our interest rate exposure from a fixed to a variable rate and are accounted for as fair value hedges.
Additional information on our existing interest rate swap agreements is included in Note 7.
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RECENTLY ISSUED ACCOUNTING STANDARDS
In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised 2004),
“Share-Based Payment” (FAS No. 123(R)), which amends FASB Statement Nos. 123 and 95. FAS No.123(R)
requires all companies to measure compensation expense for all share-based payments (including employee
stock options) at fair value and recognize the expense over the related service period. Additionally, excess
tax benefits, as defined in FAS No_123(R), will be recognized as an addition to paid-n capital and will be
reclassified from operating cash flows to financing cash flows in the Consolidated Statements of Cash
Flows. FAS No. 123(R) will be effective for the third quarter of 2005. We are currently evaluating the effect
that FAS No. 123(R) will have on our financial position, results of operations and operating cash flows.
We have included information regarding the effect on net earnings and net earnings per common share
had we applied the fair value expense recognition provisions of the original FAS No. 123 within the
“Stock-Based Compensation” heading in this note.

In March 2004, the FASB issued EITF Issue No. 03-1 (“EITF 03-17), “The Meaning of Other-Than-
Temporary Impairment and its Application to Certain Investments.” EITF 03-1 includes new guidance
for evaluating and recording impairment losses on certain debt and equity investments when the fair
value of the investment security is less than its carrying value. In September 2004, the FASB delayed
the effective date beyond 2004 for the measurement and recognition provisions undl the issuance of
additiona) implementation guidance. The delay does not suspend the requirement to recognize
impairment losses as required by existing authoritative literature. We will evaluate the impact of this new
accounting standard on our process for determining other-than-temporary impairments of applicable
debt and equity securiies upon final 1ssuance.

3 Acquisitions

On July 29, 2004, our Health Care Services business segment acquired Oxford Health Plans, Inc. (Oxford).
Oxford provides health care and benefit services for individuals and employers, principally in New York City,
northern New Jersey and southern Connecticut. This merger strengthened our market position in this region
and provided substantial distribution opportunities in this region for our other UnitedHealth Group
businesses. Under the terms of the purchase agreement, Oxford shareholders received 0.6357 shares of
UnitedHealth Group common stock and $16.17 in cash for each share of Oxford common stock they owned.
Total consideration issued was approximately $5.0 billion, comprised of approximately 52.2 million shares
of UnitedHealth Group common stock (valued at approximately $3.4 billion based upon the average of
UnitedHealth Group’s share closing price for two days before, the day of and two days after the acquisition
announcement date of April 26, 2004), approximately $1.3 billion in cash and UnitedHealth Group vested
common stock options with an estimated fair value of $240 million issued in exchange for Oxford's outstanding
vested common stock options. The purchase price and costs associated with the acquisition exceeded

the preliminary estimated fair value of the net tangible assets acquired by approximately $4.2 billion.
Pending completion of an independent valuation analysis, we have preliminarily allocated the excess
purchase price over the fair value of the net tangible assets acquired to finite-lived intangible assets of
$755 million and associated deferred tax liabilities of $277 million, and goodwill of approximately

$3.7 billion. The finite-lived intangible assets consist primarily of member lists and health care physician
and hospital networks, with an estimated weighted-average useful life of 15 years. The acquired goodwill

is not deductible for income tax purposes. Qur preliminary estimate of the fair value of the tangible
assets/ (liabilities) as of the acquisition date, which is subject to further refinement, is as follows:

(in millions)

Cash, Cash Equivalents and Investments $ 1,674
Accounts Receivable and Other Current Assets 165
Property, Equipment, Capitalized Software and Other Assets 37
Medical Costs Payable (713)
Other Current Liabilites (325)
Net Tangible Assets Acquired $ 838
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On February 10, 2004, our Health Care Services business segment acquired Mid Atlantic Medical
Services, Inc. (MAMSI). MAMSI offers a broad range of health care coverage and related administrative
services for individuals and employers in the mid-Atlantic region of the United States. This merger
strengthened UnitedHealthcare's market position in the mid-Atlantic region and provided substantial
distribution opportunities for other UnitedHealth Group businesses in this region. Under the terms of
the purchase agreement, MAMSI shareholders received 0.82 shares of UnitedHealth Group common
stock and $18 in cash for each share of MAMSI common stock they owned. Total consideration issued
was approximately $2.7 billion, comprised of 36.4 million shares of UnitedHealth Group common stock
(valued at $1.9 billion based on the average of UnitedHealth Group’s share closing price for two days
before, the day of and two days after the acquisiion announcement date of October 27, 2003) and
$800 million in cash. The purchase price and costs associated with the acquisition exceeded the estimated
fair value of the net tangible assets acquired by approximately $2.1 billion. Based on management’s
consideration of fair value, which included an independent valuation analysis, we have allocated the
excess purchase price over the fair value of the net tangible assets acquired to finite-lived intangible assets
of approximately $280 million and associated deferred tax liabiliies of approximately $100 million, and
goodwill of approximately $1.9 billion. The finiteived intangible assets consist of member lists, health
care physician and hospital networks, and trademarks, with an estimated weighted-average useful life of
17 years. The acquired goodwill is not deductible for income tax purposes. Qur estimate of the fair value
of the tangible assets/ (liabilities) as of the acquisition date is as follows:

Lilr:_\ilhons)

Cash, Cash Equivalents and Investments $ 736

Accounts Receivable and Other Current Assets 228

Property, Equipment, Capitalized Software and Other Assets 66

Medical Costs Payable (283)
Other Current Liabilites (136)
_ Net Tangible Assets Acquired $ 611

The results of operations and financial condition of Oxford and MAMSI have been included in our
consohdated financial statements since the acquisition date. The unaudited pro forma financial
information presented below assumes that the acquisitions of Oxford and MAMSI had occurred as of the
beginning of each respective period presented below. The pro forma adjustments include the pro forma
effect of UnitedHealth Group shares issued in the acquisitions, the amortization of finite-lived intangible
assets arising from the purchase price allocations, interest expense related to financing the cash portion
of the purchase price and the associated income vax effects of the pro forma adjustments. Because the
unaudited pro forma financial information has been prepared based on estimates of fair values, the actual
amounts recorded as of the completion of the Oxford purchase price allocation may differ from the
information presented below. The unaudited pro forma results have been prepared for comparative
purposes only and do not purport to be indicative of the results of operations that would have occurred
had the Oxford and MAMSI acquisitions been consummated at the beginning of the respective periods.

2004 2003
{in millions, except per share data) (Pro Forma Unaudited) (Pra Forma Unaudited)
Revenues $ 40,773 $ 36,809
Net Earnings $ 277 $ 2957
Earnings Per Share:
Basic $ 421 $ 333
__Diluted $ 4.03 $ 3.19
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On December 10, 2004, our Uniprise business segment acquired Definity Health Corporation (Definity).
Definity is the national market leader in consumer-driven health benefit programs. This acquisition
strengthened our position in the emerging consumer-driven health benefits marketplace. We paid
$305 million in cash in exchange for all of the outstanding stock of Definity. The purchase price and
costs associated with the acquisition exceeded the preliminary estimated fair value of the net tangible
assets acquired by approximately $263 million. We have preliminarily allocated the excess purchase price
over the fair value of the net tangible assets acquired to finiteived intangible assets of $60 million and
associated deferred tax liabilities of $21 million, and goodwill of $224 million. The finitelived intangible
assets consist primarily of member lists, with an estimated weighted-average useful life of 15 years. The
acquired goodwill is not deductible for income tax purposes. The results of operations and financial
condition of Definity have been included in our consolidated financial statemnents since the acquisition
date. The pro forma effects of the Definity acquisition on our consolidated financial statermnents were not
material. Qur preliminary estimate of the acquired net tangible assets of $42 million, which is subject
to further refinement, consisted mainly of cash, cash equivalents, accounts receivable, property and
equipment and other assets partially offset by current habilities.

For the year ended December 31, 2004, aggregate consideration paid or issued for smaller acquisitions
accounted for under the purchase method was $158 million, These acquisitions were not material to our
consolidated financial statements.

4 Cash. Cash Equivalents and Invesunents

As of December 31, the amortized cost, gross unrealized gains and losses, and fair value of cash, cash
equivalents and investments were as follows (in millions):

Amortized Gross Unrealized Gross Unrealized Fair
2004 Cost Gaing Losses value
Cash and Cash Equivalents $ 3,97 $ - $ - $ 3,991
Debt Securities — Available for Sale 7,723 205 (9) 7,919
Equity Securities — Available for Sale 199 10 {2) 207
Debt Securities — Held to Maturity 136 - - 136
Total Cash and Investments $12,049 $ 215 $ (1) $12,253
2003
Cash and Cash Equivalents $ 2,262 $ -~ $ - $ 2.262
Debt Securities — Available for Sale 6,737 229 (6) 6.960
Equity Securities -— Available for Sale 178 9 (1) 181
Debt Securities — Held to Matuarity 74 - - 74
Total Cash and Investments $9,246 $ 238 $ (7 $ 0,477

As of December 31, 2004 and 2003, respectively, debt securities consisted of $1,551 million and $1,221 million
in U.S. Government and Agency obligations, $2,932 million and $2,617 million in state and municipal
obligations, and $3,572 million and $3,196 million in corporate obligations. At December 31, 2004, we
held $619 million in debt securities with maturities of less than one year, $2,431 million in debt securities
with maturities of one 1o five years, $2,734 million in debt securides with maturites of five to 10 years and
$2,271 million in debt securities with maturities of more than 10 years.

As of December 31, 2004, we had no investments in a continuous unrealized loss position for 12 months
or greater. Gross unrealized losses of $11 million were largely due 1o interest rate increases and relate to
debt securities with an aggregate fair value of $1.8 billion at December 31, 2004
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We recorded realized gains and losses on sales of investments, excluding the UnitedHealth Capital
disposition described below, as follows:

For the Year Ended December 31,

(in millions) 2004 2003 2002

Gross Realized Gains $ 37 $ 45 $ 57

Gross Realized Losses (18) (23) (75"
Net Realized Gains (Losses) $ 19 $ 22 $ (18"

During the first quarter of 2004, we realized a capital gain of $25 million on the sale of certain
UnitedHealth Capital investments. With the gain proceeds from this sale, we made a cash conuibution
of $25 million to the United Health Foundation in the first quarter of 2004. The realized gain of

$25 million and the related contribution expense of $25 million are included in Investment and
Other Income in the accompanying Consolidated Statements of Operations.

5 Goodwill and Other Intangible Assets

Changes in the carrying amount of goodwill, by segment, during the years ended December 31, 2004
and 2003, were as follows:

Health Care Specialized
(in millions) Services Uniprise Care Services Inganix Consolidated
Balance at December 31, 2002 $ 1,693 $ 698 $ 363 $ 609 $ 3,363
Acquisitions and Subsequent Payments 77 - 46 23 146
Balance at December 31, 2003 1,770 698 409 632 3,509
Acquisitions and Subsequent Payments 5,724 205 - 32 5,961
Balance at December 31, 2004 $ 7,494 $ 903 $ 409 $ 664 $ 9,470

The weighted-average useful life, gross carrying value, accumulated amortization and net carrying value of
other intangible assets as of December 31, 2004 and 2003 were as follows:

Welghted- December 31, 2004 December 31, 2003
Average  Gross Camying Accumulated Net Carrying  Gross Carrying Accumulaled  Net Garrying
{(in millions) Useful Life Value Amortization Value Value Amortization Value
Customer Contracts and
Membership Lists 15years $1,153 $ (46) $1,907 § 93 $ 6 $ 87
Patents, Trademarks
and Technology 9 years 86 (39) 47 73 (26) 47
Other 11 years 69 {18) 51 57 (11 46
Total l4years $1,308  $(103) $1,205  $223 $43) $180

Amortization expense relating to intangible assets was $62 million in 2004, $18 million in 2003 and
$9 million in 2002. Estimated future amortization expense relating to intangible assets for the years
ending December 31 are as follows: $99 million in 2005, $96 million in 2006, $88 million in 2007,
$82 million in 2008, and $80 million in 2009.
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6 Medical Costs Payable

The following table shows the components of the change in medical costs payable for the years ended
December 31:

(in millions) 2004 2003 2002
MEDICAL COSTS PAYABLE, BEGINNING OF PERIOD $ 4,152 $ 3741 $ 3,460
ACQUISITIONS 1,040 165 180
REPORTED MEDICAL COSTS
Current Year 27,210 20,864 18,262
Prior Years (210} (150) (70)
Total Reported Medical Costs 27,000 20,714 18,192
CLAIM PAYMENTS
Payments for Current Year (23,173) (17,411) (15,147)
Payments for Prior Years (3,479) (3,057) (2,944)
Total Claim Payments (26,652) (20,468) (18,091)
MEDICAL COSTS PAYABLE, END OF PERIOD $ 5540 $ 4,152 $ 3,741

7 Commercial Paper and Debt

Commercial paper and debt consisted of the following as of December $1:

2004 2003

Carrying Fair Carrying Fair
(in millions) Value Value' Valua Value'
Commercial Paper $ 273 $ 273 $ 79 $ 79
Floating-Rate Notes due November 2004 - - 150 150
7.5% Senior Unsecured Notes due November 2005 400 417 400 438
5.2% Senior Unsecured Notes due January 2007 400 413 400 427
3.4% Senior Unsecured Notes due August 2007 550 546 - - -
3.3% Senior Unsecured Notes due January 2008 500 493 500 499
8.8% Senior Unsecured Notes due February 2009 250 . 247 - -
4.1% Senior Unsecured Notes due August 2009 450 452 - -
4.9% Senior Unsecured Notes due April 2013 450 453 450 454
4.8% Senior Unsecured Notes due February 2014 250 248 - -
5.0% Senior Unsecured Notes due August 2014 500 503 - -
Total Commercial Paper and Debt 4,023 4,045 1,979 2,047
Less Current Maturities (673) (690) (229) (229)
Long-Term Debt, less current maturities $ 3,350 $3,355 $1,750 $1,818

1Estimated based on third-party quoted market prices for the same or similar issues.

As of December 31, 2004, our outstanding commercial paper had interest rates ranging from 2.3% to 2.4%.

We have interest rate swap agreements that qualify as fair value hedges to convert the majority of our
interest rate exposure from a fixed to a variable rate. The interest rate swap agreements have aggregate
notional amounts of $2.9 billion with variable rates that are benchmarked to the six-month LIBOR
(London Interbank Offered Rate). At December 31, 2004, the rates used to accrue interest expense on
these agreements ranged from 2.3% to 3.3%. The differential between the fixed and variable rates to be
paid or received is accrued and recognized over the life of the agreements as an adjustment to interest
expense in the Consolidated Statements of Operations.
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In June 2004, we executed a $1.0 billion five-year revolving credit facility to support our commercial
paper program. This credit facility replaced our $450 million revolving facility that was set to expire in
July 2005, and our $450 million, 364-day facility that was set to expire in July 2004. As of December 31,
2004, we had no amounts outstanding under this credit facility.

Our debt arrangements and credit facilities contain various covenants, the most restrictive of which
require us to maintain a debt-to-total-capital ratio below 45% and to exceed specified minimum interest
coverage levels. We are in compliance with the requirements of all debt covenants.

Maturities of commercial paper and debt for the years ending December 31 are as follows: $673 million
in 2005, $950 million in 2007, $500 million in 2008, $700 million in 2009, and $1,200 million thereafter.

We made cash payments for interest of $100 million, $94 million and $86 million in 2004, 2003 and
2002, respectively.

& Shareholders’ Equity

REGULATORY CAPITAL AND DIVIDEND RESTRICTIONS

We conduct a significant portion of our operations through companies that are subject to standards
established by the National Association of Insurance Commissioners (NAIC). These standards, among
other things, require these subsidiaries to maintain specified levels of statutory capital, as defined by each
state, and restrict the timing and amount of dividends and other distributions that may be paid to their
parent companies. Generally, the amount of dividend distributions that may be paid by a regulated
subsidiary, without prior approval by state regulatory authorities, is limited based on the entity’s level of
statutory net income and statutory capital and surplus. At December 31, 2004, approximately $227 million
of our $12.3 billion of cash and investments was held by non-regulated subsidiaries. Of this amount,
approximately $37 million was segregated for furure regulatory capital needs and the remainder was
available for general corporate use, including acquisitions and share repurchases.

The agencies that assess our creditworthiness also consider capital adequacy levels when establishing
our debt ratings. Consistent with our intent to maintain our senior debt ratings in the “A” range, we
maintain an aggregate statutory capital and surplus level for our regulated subsidiaries that is significantdy
higher than the minimum level regulators require. As of December 31, 2004, our regulated subsidiaries
had aggregate statutory capital and surplus of approximately $4.1 billion, which is significantly more
than the aggregate minimum regulatory requirements.

STOCK REPURCHASE PROGRAM

Under our board of directors’ authorization, we maintain 2 common stock repurchase program.
Repurchases may be made from time to time at prevailing prices, subject to certain restrictions on volume,
pricing and timing. During 2004, we repurchased 51.4 million shares at an average price of approximately
$68 per share and an aggregate cost of approximately $3.5 billion. As of December 31, 2004, we had board
of directors’ authorization to purchase up to an additional 54.6 million shares of our common stock.

PREFERRED STOCK
At December 31, 2004, we had 10 million shares of $0.001 par vahue preferred stock authorized for
issnance, and no preferred shares issued and outstanding.
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9 Siock-Based Compensarion Plans

As of December 31, 2004, we had approximately 49.2 million shares available for future grants of stock-
based awards under our stock-based compensation plan including, but not limited to, incentive or
non-qualified stock options, stock appreciation rights and restricted stock.

Stock options are granted at an cxercise price not less than the fair value of our common stock on the
date of grant. They generally vest ratably over four years and may be exercised up to 10 years from the date
of grant. Activity under our stock option plan is summarized in the tables below (shares in millions):

2004 2003 - 2002
Weighted-Average Weighted-Average Weighted-Average

Shares  Exervise Prica Shares  Exercise Price Shares  Exercise Price
Outstanding at Beginning of Year 87.3 $ 27 86.4 $ 2 76.7 $ 15
Granted 174 $ 12 184 $ 44 250 $ 38
Assumed in Acquisitions 76 ¢ 34 - $ - 09 $ 30
Exercised (2t8) $ 24 153 $ 15 132y $ 14
Forfeited 21) $ 35 22 §$ 30 3.0) $ 20
Qutstanding at End of Year 88.1 $ 37 87.3 $ 97 86.4 $ 2
Exercisable at End of Year 48 §$ 22 427 $ 16 424 $ 12
As of December 31, 2004 Options Outstanding Options Exercisable

Weighted-Average

Number Remaining ighted-Averag b Weighted-Average
Range of Exercise Pnces Outstanding Option Term {years) Exercige Prica Exercisable  Exercise Price
$0-$20 26.5 43 $ n 26.2 $ 1
$21 -$40 29.4 70 $ H 12.2 $ 32
$41 -$60 18.2 8.0 $ 48 6.2 $ 46
$61-$85 14.0 9.7 $ 75 0.2 $ 67
$0-$85 88.1 6.8 $ 37 448 $ 22

We also maintain a 401 (k) plan and an employee stock purchase plan. Activity related to these plans was not
significant in relation to our consolidated financial results in 2004, 2003 and 2002.

To determine compensation expense related 1o our stock-based compensaton plans under the fair
value method, the fair value of each option grant is estimated on the date of grant using an option-pricing
model. For purposes of estimating the fair value of our employee stock option grants, we utilized a Black-
Scholes model during 2002 and a binomial model] during 2003 and 2004. The principal assumptions we
used in applying the option pricing models were as follows:

2004 2003 2002
Risk-Free Interest Rate 3.3% 2.6% 25%
Expected Volatility 28.5% 30.9% 40.2%
Expected Dividend Yield 0.1% 0.1% 0.1%
Expected Life in Years 4.2 41 45

Information regarding the effect on net earnings and net earnings per common share had we applied the
fair value expense recognition provisions of FAS No. 123 is included in Note 2.
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10 Income Taxes

The components of the provision for income taxes are as follows:

Year Ended December 31, (in millions) 2004 2003 2002
Current Provision
Federal $ 1,223 $ 932 $ 675
State and Local 78 46 57
Total Current Provision 1,301 978 732
Deferred Provision 85 37 12
Total Provision for Income Taxes $ 1,386 $1,015 $ 744

The reconciliation of the tax provision at the U.S. Federal Statutory Rate to the provision for income taxes
is as follows:

Year Ended December 31, (in millions) 2004 2003 2002
Tax Provision at the U.S. Federal Statutory Rate $ 1,391 $ 994 $ 734
State Income Taxes, net of federal benefit 54 29 33
Tax-Exempt Investment Income (33) (30) (26)
Other, net (26) 22 3
Provision for Income Taxes $ 1,386 $1,015 $ 744

The components of deferred income tax assets and liabilities are as follows:

As of December $1, (1n milhons) 2004 2003
Deferred Income Tax Assets
Accrued Expenses and Allowances $ 227 $ 161
Unearned Premiums 57 28
Medical Costs Payable and Other Policy Liabilitics 85 83
Long-Term Liabilities 78 49
Net Operating Loss Carryforwards 123 86
Other 31 42
Subtotal 601 449
Less: Valuation Allowances {28) (43)
Total Deferred Income Tax Assets 573 406
Deferred Income Tax Liabilities
Capitalized Software Development (223) (186)
Net Unrealized Gains on Invesunents 72) (82)
Intangible Assets (406) (50)
Property and Equipment (63) (58)
Other (16) -
Total Deferred Income Tax Liabilities (780) (376)
Net Deferred Income Tax Assets (Liabilities) $ (207) $ 30

Valuation allowances are provided when it is considered more likely than not that deferred tax assets will
not be realized. The valuation allowances primarily relate to future tax benefits on certain federal and
state net operating loss carryforwards. Federal net operating loss carryforwards expire beginning in 2017
through 2023, and state net operating loss carryforwards expire beginning in 2005 through 2024.

We made cash payments for income taxes of $898 million in 2004, $783 million in 2003 and $458 million
in 2002. We increased additional paid-in capital and reduced income taxes payable by $358 million in
2004, $222 million in 2003, and by $133 million in 2002 to reflect the tax benefit we received upon the
exercise of non-qualified stock options.

Internal Revenue Service examinations for fiscal years 2000 through 2002 have been completed
and the resulting settlements have been included in our 2004 consolidated operating resnults.
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IT AARP

In January 1998, we entered into a 10-year contract to provide health insurance products and services
to members of AARP. These products and services are provided to supplement benefits covered under
traditional Medicare. Under the terms of the contract, we are compensated for transaction processing
and other services as well as for assuming underwriting risk. We are also engaged in product development
activides to complement the insurance offerings under this program. Premium revenues from our portion
of the AARP insurance offerings were approximately $4.5 billion in 2004, $4.1 billion in 2003 and
$3.7 biltion in 2002.

The underwriting gains or losses related to the AARP business are directly recorded as an increase
or decrease to a rate stabilization fund (RSF). The primary components of the underwriting results are
premium revenue, medical costs, investment incorne, administrative expenses, member service expenses,
marketing expenses and premium taxes. Underwriting gains and losses are recorded as an increase or
decrease to the RSF and accrue to the overall benefit of the AARP policyholders, unless cumulative net
losses were to exceed the balance in the RSF. To the extent underwriting losses exceed the balance in
the RSF, we would have to fund the deficit. Any deficit we fund could be recovered by underwriting gains
in future periods of the contract. To date, we have not been required to fund any underwriting deficits.
The RSF balance is reported in Other Policy Liabilities in the accompanying Consolidated Balance Sheets.
We believe the RSF balance is sufficient to cover potential future underwriting or other risks associated
with the contract.

The following AARP program-related assets and liabilities are included in our Consolidated Balance Sheets:

Balance a3 of December 31,

(in millions) 2004 2003
Accounts Receivable $ 389 $ 352
Assers Under Management $ 1,883 $ 1,959
Medical Costs Payable $ 899 $ 874
Other Policy Liabiliues $ 1,62 $ 1975
Other Current Liabilities $ 21 $ 162

The effects of changes in balance sheet amounts associated with the AARP program accrue to the overall
benefit of the AARP policyholders through the RSF balance. Accordingly, we do not include the effect of
such changes in our Consolidated Statements of Cash Flows.
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Pursuant 10 our agreement, AARP assets under management are managed separately from our general
investment portfolio and are used to pay costs associated with the AARP program. These assets are invested at
our discretion, within investment guidelines approved by AARP. We do not guarantee any rates of investment
return on these investrents and, upon transfer of the AARP contract to another entity, we would transfer
cash equal in amount to the fair value of these investients at the date of transfer to that entity. Interest
earnings and realized investment gains and losses on these assets accrue to the overall benefit of the AARP
policyholders through the RSF. As such, they are not included in our earnings. Interest income and realized
gains and losses related to assets under management are recorded as an increase to the AARP RSF and were
$103 million, $101 million and $102 million in 2004, 2003 and 2002, respectively. Assets under management
are reported at their fair market value, and unrealized gains and losses are included directly in the RSF
associated with the AARP program. As of December 31, 2004 and 2003, the amortized cost, gross unrealized
gains and losses, and fair value of cash, cash equivalents and investments associated with the AARP insurance
program, included in Assets Under Management, were as follows (in millions):

Amortized Gross Unrealized Gross Unrealized Fair
2004 Cost Gains Losses Value
Cash and Cash Equivalents $ 184 $ - $ - $ 184
Debt Securities ~ Available for Sale 1,664 37 @ 1,699
____ Total Cash and Investments $1,848 $ 37 $ @ $1,883
2003
Cash and Cash Equivalents $ 218 $ - $ - $ 218
Debt Securities — Available for Sale 1,655 86 - 1,741
Total Cash and Investments $1,873 $ 86 $ - $1,959

As of December 31, 2004 and 2003, respectively, debt securities consisted of $809 million and $711 million
in U.8. Government and Agency obligations, $20 million and $16 million in state and municipal obligatons
and $870 million and $1,014 million in corporate obligations. At December 31, 2004, the AARP assets under
management included debt securities of $99 million with marturities of less than one year, $813 million with
maturitdes of one to five years, $464 million with maturities of five to 10 years and $323 million with
maturities of more than 10 years.
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12 Commitments and Contingencies

LEASES
We lease facilities, computer hardware and other equipment under long-term operating leases that are
noncancelable and expire on various dates through 2025. Rent expense under all operating leases was
$137 million in 2004, $133 million in 2003 and $132 million in 2002.

At December 31, 2004, future minimurn annual lease payments, net of sublease income, under all
noncancelable operating leases were as follows: $126 million in 2005, $116 million in 2006, $106 million
in 2007, $78 million in 2008, $62 million in 2009, and $149 million thereafter.

SERVICE AGREEMENTS

We have noncancelable contracts for certain data center operations and support, network and voice
communication services, and other services, which expire on various dates through 2009. Expenses incurred
in connection with these agreements were $265 million in 2004, $256 million in 2003 and $264 million in
2002. At December 31, 2004, future minimum obligations under our noncancelable contracis were as follows:
$103 million in 2005, $55 million in 2006, $14 million in 2007, $9 million in 2008, and $3 million in 2009.

LEGAL MATTERS

Because of the nature of our businesses, we are routinely made party to a variety of legal actions related to
the design, management and offerings of our services. We record liabilities for our estimates of probable
costs resulting from these matters. These matters include, but are not limited to, claims relating to health
care benefits coverage, medical malpractice actions, contract disputes and claims related to disclosure of
certain business practices. Following the events of September 11, 2001, the cost of business insurance
coverage increased significantly. As a result, we have increased the amount of risk that we selfinsure,
particularly with respect to matters incidental to our business.

Beginning in 1999, a series of class action lawsuits were filed against us and virtually all major entities
in the health benefits business. In December 2000, a multidistrict litigation panel consolidated several
litigation cases involving UnitedHealth Group and our affiliates in the Southern District Court of Florida,
Miami division. Generally, the health care provider plaintiffs allege violations of ERISA and RICO in
connecton with alleged undisclosed policies intended to maximize profits. Other allegations include
breach of state prompt payment laws and breach of contract claims for failure to timely reimburse
providers for medical services rendered. The consolidated suits seek injunctive, compensatory and
equitable relief as well as restitution, costs, fees and interest payments. The trial court granted the health
care providers’ motion for class certification and that order was reviewed by the Eleventh Circuit Court
of Appeals. The Fleventh Circuit affirmed the class action status of the RICO claims, but reversed as to
the breach of contract, unjust enrichment and prompt payment claims. Through a series of motions and
appeals, all direct claims against UnitedHealthcare have been compelled to arbitration. The trial court
has denied UnitedHealthcare’s further motion to compel the secondary RICO claims to arbitration and
the Eleventh Circuit affirmed that order. A trial date has been set for September 2005. The trial court
has ordered that the trjal be bifurcated into separate liability and damage proceedings.
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On March 15, 2000, the American Medical Association filed a lawsuit against the company in the
Supreme Court of the State of New York, County of New York. On April 18, 2000, we removed this case
to the United States District Court for the Southern District of New York. The suit alleges causes of action
based on ERISA, as well as breach of contract and the implied covenant of good faith and fair dealing,
deceptive acts and practices, and trade libel in connection with the calculation of reasonable and
customary reimbursement rates for non-nerwork providers. The suit seeks declaratory, injunctive and
compensatory relief as well as costs, fees and interest payments, An amended complaint was filed on
August 25, 2000, which alleged two classes of plaintiffs, an ERISA class and a non-ERISA class. After the
Court dismissed certain ERISA claims and the claims brought by the American Medical Association, a
third amended complaint was filed. On October 25, 2002, the court granted in part and denied in part
our motion to dismiss the third amended complaint. On May 21, 2003, we filed a counterclaim complaint
in this matter alleging antitrust violations against the American Medical Association and asserting claims
based on improper billing practices against an individual provider plaintiff. On May 26, 2004, we filed a
motion for partial summary judgment seeking the dismissal of certain claims and parties based, in part,
due 1o lack of standing. On July 16, 2004, plaintiffs filed a motion for leave to file an amended complaint,
seeking to assert RICO violations.

Although the results of pending litigation are always uncertain, we do not believe the results of any
such actions currently threatened or pending, including those described above, will, individually or in
aggregate, have a material adverse effect on our consolidated financial position or results of operations.

GOVERNMENT REGULATION

Our business is regulated at federal, state, local and international levels. The laws and rules governing our
business and interpretations of those laws and rules are subject to frequent change. Broad latitude is given
to the agencies administering those regulations. State legislatures and Congress continue to focus on
health care issues as the subject of proposed legislation. Existing or future laws and rules could force us

to change how we do business, restrict revenue and enrollment growth, increase our health care and
administrative costs and capital requirements, and increase our liability in federal and state courts for
coverage determinations, contract interpretation and other actions. Further, we must obtain and maintain
regulatory approvals to market many of our products.

We typically have and are currently involved in various governmental investigations, audits, and
reviews. These include routine, regular and special investigations, audits, and reviews by CMS, state
insurance and health and welfare departments and state attorneys general, the Office of the Inspector
General, the Office of Personnel Management, the Office of Civil Rights, the Department of Justice, and
U.S. Attomneys. Such government actions can result in assessment of damages, civil or criminal fines or
penaltes, or other sanctions, including loss of licensure or exclusion from participation in government
programs. We record liabilities for our estimate of probable costs resulting from these matters. Although
the results of pending matters are always uncertain, we do not believe the results of any of the current
investigations, audits or reviews, currently threatened or pending, individually or in the aggregate, will
have a material adverse effect on our consolidated financial position or results of operations.
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OTHER CONTINGENCIES

In 2002, Oxford, which we acquired on July 29, 2004, entered into agreements with two insurance
companies that guaranteed cost reduction targets related to certain orthopedic medical services. In 2003,
the insurers sought to rescind or terminate the agreements claiming various misrepresentations and
material breaches of the agreements by Oxford. Pursuant to the agreements, Oxford filed claims to
recover approximately $50 million of costs incurred and expensed in excess of the cost reduction targets
for the period from November 2002 to October 2004. An arbitration hearing with the insurance company
holding a large majority of the coverage under the policies was held in January 2005, and a decision was
issued on February 22, 2005, denying the insurer’s ability to rescind or terminate its agreement. As a result
of the decision, Oxford was awarded approximately $30 million in net recoveries. The insurer has not

yet indicated whether it will appeal this decision. Oxford will not record the net recoveries until all
contingencies have been resolved. We believe that the remaining insurer’s claims are also without merit,
and we will vigorously seek to enforce our rights.

13 Segment Financial Information

Factors used in determining our reportable business segments include the narure of operating activities,
existence of separate senior management teams, and the type of information presented to the company’s
chief operating decision-maker to evaluate our results of operations.

Our accounting policies for business segment operations are the same as those described in the
Summary of Significant Accounting Policies (see Note 2). Transactions between business segments
principally consist of customer service and transaction processing services that Uniprise provides to
Health Care Services, certain product offerings sold to Uniprise and Health Care Services customers
by Specialized Care Services, and sales of medical benefits cost, quality and wiilization dara and predictive
modeling to Health Care Services and Uniprise by Ingenix. These transactions are recorded at
management’s best estimate of fair value, as if the services were purchased from or sold to third parties.
All intersegment transactions are eliminated in consolidation. Assets and liabilities that are jointly used
are assigned to each segment using estimates of prorata usage. Cash and investments are assigned such
that each segment has minimum specified levels of regulatory capital or working capital for non-regulated
businesses. The “Corporate and Eliminations” column also includes eliminations of intersegment
transactions.

Substantially all of our operations are conducted in the United States. In accordance with accounting
principles generally accepted in the United States of America, segments with similar economic
characteristics may be combined. The financial results of UnitedHealthcare, Ovations and AmeriChoice
have been combined in the Health Care Services segment column in the tables presented on the next
page because these businesses have similar economic characteristics and have similar products and
services, types of customers, distribution methods and operational processes, and operate in a similar
regulatory environment, typically within the same legal entity.
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The following table presents segment financial information as of and for the years ended December 31, 2004, 2003

and 2002 (in millions):

2004

Revenues — External Customers
Revenues — Intersegment
Investment and Other Income
Total Revenues

Earnings From Operations
Total Assets'
Net Assets’

Purchases of Property, Equipment
and Capitalized Software
Depreciation and Amortization

2003

Revenues — External Customers
Revenues — Intersegment
Invesmment and Other Income
Total Revenues

Eamings From Operations
Total Assets’
Net Assets!

Purchases of Property, Equipment
and Capitalized Software
Depreciation and Amortization

2002

Revenues — External Customers
Revenues — Intersegment
Investment and Other Income
Total Revenues

Earnings From Operations
Total Assets!
Net Assets!

Purchases of Property, Equipment
and Capitalized Software
Depreciation and Amortization

1 Total Assets and Net Assets exclude, where applicable, debt and a
tax-related assets of $353 million, $269 million and $389 million,

Health Care

Services

$ 32,333

340
$ 32,673

$ 2,810
$ 23,799
$ 13,138

$ 147
$ 173

$ 24,592
915
$ 24,807

$ 1,865
$ 13,597
$ 5,008

$ 1922
$ 116

$ 21,373

179
$ 21,552

$ 1328
$ 10,522
$ 4379

$ 129
$ 102

as of December 31, 2004, 2003 and 2002, respectively.

Unipnse
$ 2,688
647
30
3,365

677
2,366
1,385

Hhan »

112
9%

©“ &

$ 2,496
583
28

3,107

610
2,024
1,116

SR B

130
86

<A

$ 2,175
523
27

2,725

517
1914
1,097

BB P

$ 159
$ 69

Specialized
Care Services

$

e ©

& &

SR B

ERA

R 2-c 2

$
$

1,363
914
18

2,295

485
1,269
765

56
44

1,077
787
14

1,878

385
1,191
710

48
40

897
598
14
1,509

286
974
602

59
36

$

“Huoee o

LR

HERHS o

A

SwEHR R

$
$

Ingenix
446
224

670
129

a7
795

766

52
57

355
136
491

b5

902
763

72
48

Corporate

and Eliminations

$ -
(1,785)

$(1,785)
$ -

$ (879
$ (879)

(1,543)
$(1,543)
$

$ (366)
$ (347)

(1,255)
$(1,257)
$

$ (53;)
$ (517)

$ -
$ -

Consolidated
$ 36,830

388
$ 37,218

$ 4,101
$ 27,526
$ 15,204

$ 350
$ 374

$ 28,566
257
$ 28,823

$ 2,935
$17,365
$ 7,253

$ 352
$ 299

$ 24,800

220
$ 95,020
$ 2186

$13,775
$ 6,324

$ 419
$ 955
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14 Quarterly Financial Data (Unaudited)

For the Quarter Ended

{tn millons. except per share data) March 31 June 30 September 30 D ber 31
2004!

Revenues $ 8,144 $ 8,704 $ 9,859 $10,511
Medical and Operating Expenses $ 7,268 $ 7,759 $ 8,767 $ 9,323
Earnings From Operations $ 876 $ 945 $ 1,082 $ 1,188
Net Earnings $§ 554 $ 59 $ 698 $ 739
Basic Net Earnings per Common Share $ 092 $ 098 $ 109 $ 114
Diluted Net Earnings per Common Share $ 0488 $ 093 $ 1.04 $ 1.0
2003

Revenues $ 6,975 $ 7,087 $ 7238 $ 7,523
Medical and Operating Expenses $ 6,322 $ 6,378 $ 6475 $ 6713
Earnings From Operations $ 653 $ 709 $ 763 $ 810
Net Earnings $ 403 $ 439 $ 476 $ 507
Basic Net Earnings per Common Share $ 0.68 $ 074 $ 081 $ 087
Diluted Net Earnings per Common Share $ 065 $ 071 $ 077 $ 083

1 UnitedHealth Group acquired Oxford in July 2004 for total consideration of approximately $5.0 billion and acquired MAMSI in
February 2004 for total consideration of approximately $2.7 billion. These acquisitions affect the comparability of 2004 financial
information to prior fiscal years. The results of operations and financial condition of Oxford and MAMSI have been included

in UnitedHealth Group's consolidated financial statements since the respective acquisition dates. Se¢ Note 3 for a detailed
discussion of these acquisitions.
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The management of UnitedHealth Group is responsible for establishing and maintaining adequate
internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities
Exchange Act of 1934. The company’s internal control system is designed to provide reasonable assurance
to our management and board of directors regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. The company’s internal control over financial reporting includes those policies
and procedures that:
> Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company;
> Provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and
> Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

Management assessed the effectiveness of the company’s internal control over financial reporting
as of December 31, 2004. In making this assessment, we used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSQ) in Internal Control— Integrated Framework.
Based on our assessment and those criteria, we believe that, as of December 31, 2004, the company
maintained effective internal control over financial reporting.

The company’s independent registered public accounting firm has audited management’s assessment
of the effectiveness of the company’s internal control over financial reporting as of December 31, 2004,
as stated in the Report of Independent Registered Public Accounting Firm, appearing herein, which
expresses unqualified opinions on management’s assessment and on the effectiveness of the company's
internal controls over financial reporting as of December 31, 2004.

February 28, 2005

William W. McGuire, MD
Chairman and Chief Executive Officer

Stephen J. Hemsley
President and Chief Opcrating Officer

Patrick J. Edandson
Chief Finandal Officer
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To the Board of Directors and Shareholders of UnitedHealth Group Incorporated and Subsidiaries:

We have audited the accompanying consolidated balance sheets of UnitedHealth Group Incorporated and
Subsidiaries (the “Company”) as of December 31, 2004 and 2003, and the related consolidated statements
of operations, changes in shareholders’ equity, and cash flows for each of the three years in the period
ended December 31, 2004. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based
on our andits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An aundit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects,
the financial position of UnitedHealth Group Incorporated and Subsidiaries as of December 31, 2004
and 2003, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2004, in conformity with accounting principles generally accepted in
the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Qversight
Board (United States), the effectiveness of the Company’s internal control over financial reporting as
of December 31, 2004, based on the criteria established in Internal Control — Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
February 28, 2005, expressed an unqualified opinion on management’s assessment of the effectiveness of
the Company’s internal control over financial reporting and an unqualified opinion on the effectiveness
of the Company’s internal control over financial reporting.

DELOITTE & TOUCHE LLP
Minneapolis, Minnesota
February 28, 2005

UNITEDHEALTH GROUP



To the Board of Directors and Shareholders of UnitedHealth Group Incorporated and Subsidiaries:

We have audited management’s assessment, included in the accompanying Report of Management,

that UnitedHealth Group Incorporated and Subsidiaries (the “Company”) maintained effective internal
control over financial reporting as of December 31, 2004, based on the criteria established in Internal
Control— Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. The Company’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
Our responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit 1o obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over financial
reportng, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary
in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the
supervision of, the corhpany’s principal executive and principal financial officers, or persons performing
similar functions, and effected by the company’s board of directors, management, and other personnel
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles.
A company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and
(8) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due to error
or fraud may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the conwols may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control
over financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on the
criteria established in Internal Control— Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Also in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2004, based on the criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements as of and for the year ended December 31,
2004 of the Company and our report dated February 28, 2005 expressed an unqualified opinion on those
financial statements.

DELOITTE & TOUCHE LLP
Minneapolis, Minnesota
February 28, 2005

UNITEDHEALTH GROUP
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William W, M¢Guire, MD
Chairman and
Chief Executive Officer

Stephen J. Hemsley
President and
Chief Operating Officer

Patrick J. Efandson
Chief Financial Officer

David J. Lubben
General Counsel and Secretary

Jeannine M, Rivet
Executive Vice President

R. Channing Wheeler
Executive Vice President
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William C. Ballard, Jr.

Of Counsel

Greenebaum Doll & McDonald PLLC
A Louisville, Kentucky law firm

Richard T. Burke

Former Chief Execudve Officer
and Governor

Phoenix Coyortes

A National Hockey League team

Stephen J. Hemsley
President and

Chief Operating Officer
UnitedHealth Group

James A. Johnson

Vice Chairman

Perseus, LLC

A private merchant banking
and investment firm

Thomas H. Kean

President

Drew University

Chairman, Board of Trustees,
The Robert Wood Johnson
Foundation

Douglas W. Leatherdale
Former Chairman and

Chief Executive Officer

The St. Paul Companies, Inc.
Insurance and related services
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Reed V. Tuckson, MD

Senior Vice President
Consumer Health and
Medical Care Advancement

L. Robert Dapper
Senior Vice President
Human Capital

John S. Penshorn

Senior Vice President and
Director, Capital Markets
Communications and Strategy

Richard H. Anderson

Executive Vice President,
UnitedHealth Group, and
Chief Executive Officer, Ingenix

William W, McGuire, MD
Chairman and

Chief Executive Officer
UnitedHealth Group

Mary O. Mundinger, DrPH, RN
Dean, School of Nursing and
Centennial Professor in Health
Policy, and Associate Dean,
Faculty of Medicine

Columbia University

Robert L. Ryan

Senior Vice President and
Chief Financial Officer
Meduonic, Inc.

A medical technology company

Donna E. Shalala, PhD
President
University of Miami

William G. Spears

Senior Principal

Spears Grisand & Brown LLC

A New York City-based investment
counseling and management firm

Gail R. Wilensky, PhD

Senior Fellow

Project HOPE

An international health foundation

Tracy L. Bahl
Chief Executive Officer
Uniprise

William A. Munsell
Chief Executive Officer
Specialized Care Services

Lois Quam
Chief Executive Officer
Ovatons

Robert J. Sheehy
Chief Executive Officer
UnitedHealthcare

Anthony Welters
Chief Executive Officer
AmeriChoice
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RESOURCES COMMITTEE

James A. Johnson
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Robert L. Ryan
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Gail R, Wilensky
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William G. Spears
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Thomas H. Kean

Douglas W. Leatherdale
William G. Spears
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GROWTH & PROFITS — CONSOLIDATED

(in willions, cxcept per share data) 2004
Revenues $37,218
Earnings From Operations $ 4,101
Operating Margin 11.0%
Return on Net Assets 35.3%
Net Earnings $ 2,587
Net Margin 7.0%
Diluted Net Earnings per Common Share $ 394

GROWTH & PROFITS — BY SEGMENT
(in millions) 2004

HEALTH CARE SERVICES

Revenues $ 32,673
Earnings From Operations $ 2810
Operating Margin 8.6%
Return on Net Assets 30.1%
UNIPRISE
Revenues $ 3,365
Earnings From Operations $ 677
Operating Margin 20.1%
Return on Net Assets 58.2%
SPECIALIZED CARE SERVICES
Revenues $ 2,205
Earnings From Operations $ 485
Operating Margin 21.1%
Return on Net Assets 66.5%
INGENIX
Revenues $ 670
Eamings From Operations $ 129
Operating Margin 19.3%
Return on Net Assets 16.7%

CAPITAL ITEMS

(in millions, except per share data) 2004
Cash Flows From Operating Activities $ 4135
Capital Expenditures $ 350
Consideration Paid or Issued for Acquisitions $ 7,782
Debt-to-Total-Capital Ratio 27.3%
Return on Shareholders’ Equity 31.4%
Year-End Market Capitalization $ 56,603
Year-End Common Share Price $ 88.03

2003
$ 28,893
$ 2,935
10.9%
43.79%
$ 1,895
6.3%
$ 296
2003
$ 24,807
$ 1,865
7.5%
405%
$ 3,107
$ 610
19.6%
55.9%
$ 1,878
$ 385
20.5%
59.1%
$ 574
$
13.1%
9.7%
2003
$ 3,003
$ 352
$ 590
27.8%
39.0%
$ 33.896
$ 5818

2002
$25,020
$ 2,186

8.7%

37.5%

$ 1,352
5.4%
$ 213

2002
$91,552
$ 1,328

6.2%

35.5%
$ 2,725
$ 517

19.0%

48.7%
$ 1,509
$ 286

19.0%

50.7%
$ 491
$ 55

11.2%

7.6%

2002
$ 2493
$ 419
$ 869

928.5%

33.0%
$25,005
$ 41.75

UNITEDHEALTH GROUP
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MARKET PRICE OF COMMON STOCK

The following table shows the range of high and
low sales prices for the company’s stock as reported
on the New York Stock Exchange for the calendar
periods shown through February 15, 2005.

These prices do not include commissions or fees
associated with purchasing or selling this security.

_ High Low
2005
First Quarter

through February 15, 2005  $ 91.80 $ 85.25
2004
First Quarter $ 64.50 $ 55.45
Second Quarter $ 68.50 $ 58.61
Third Quarter $ 7475 $ 59.34
Fourth Quarter $8876  $ 6461
2003
First Quarter $ 46.35 $39.20
Second Quarter $ 52.67 $ 4410
Third Quarter $ 56.25 $47.25
Fourth Quarter $ 58.67 $ 47.58

As of February 15, 2005, the company had 14,227 shareholders
of record.

ACCOUNT QUESTIONS
Our transfer agent, Wells Fargo, can help you with
a variety of shareholder-related services, including:
Change of address
Lost stock certificates
Transfer of stock to another person
Additional administrative services

You can call our transfer agent toll free at:
(800) 468-9716 or locally at (651) 450-4064.

You can write them at:
Wells Fargo Shareowner Services
P.O. Box 64854
Saint Paul, Minnesota 55164-0854

Or you can e-mail our transfer agent ar:
stocktransfer@wellsfargo.com

INFORMATION ONLINE

You can view our annual report and obtain

more information about UnitedHealth Group

and its businesses via the Internet at:
www.unitedhealthgroup.com

UNITEDHEALTH GROUP

INVESTOR RELATIONS
You can contact UnitedHealth Group Investor
Relations to order, without charge, financial docu-
ments such as the annual report and Form 10-K.
You can write to us at:

Investor Reladons, MN0O08-T93(

UnitedHealth Group

P.O. Box 1459

Minneapolis, Minnesota 55440-1459

ANNUAL MEETING

We invite UnitedHealth Group shareholders

to attend our annual meeting, which will be

held on Tuesday, May 3, 2005, at 10 am. CDT, at
UnitedHealth Group Center, 9900 Bren Road East,
Minnetonka, Minnesota.

DIVIDEND POLICY
UnitedHealth Group’s board of directors
established the company’s dividend policy in
August 1990. The policy requires the board
to review the company’s financial statements
following the end of each fiscal year and decide
whether it is advisable to declare a dividend on
the outstanding shares of common stock.
Shareholders of record on April 1, 2004,
received an annual dividend for 2004 of $0.03 per
share. On February 1, 2005, the board approved
an annual dividend for 2005 of $0.03 per share.
The dividend will be paid on April 18, 2005, to
shareholders of record at the close of business
on April 1, 2005.

NEW YORK STOCK EXCHANGE — STOCK LISTING
AND CORPORATE GOVERNANCE

The company’s common stock is traded on the
New York Stock Exchange (NYSE) under the
symbol UNH. Pursuant to Section 303A.12(a)

of the NYSE listed company manual, the company
submitted an unqualified certification of its

Chief Executive Officer to the NYSE in 2004.

The company has also filed as exhibits to its
Annual Report on Form 10-K for the year ended
December 31, 2004, the Chief Executive Officer
and Chief Financial Officer certifications required
under the Sarbanes-Oxley Act.
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